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FOREWORD 


; Each year the Secretary-General of the United Nations prepares a comprehensive 
review of world economic conditions. The present report is the seventh in this series. 
Like the earlier publications, it is intended to meet the requirements of the Economic 
and Social Council and other organs of the United Nations for an appraisal of the 
world economic situation as a prerequisite for recommendations in the economic 
field, as well as to serve the needs of the general public. The reports are issued in 
response to General Assembly resolution 118 (II), which requested an annual factual 
survey and analysis of world economic conditions and trends. 


The present report, continuing the practice in earlier ones, analyses major recent 
changes in domestic economic conditions and in international trade and payments, 
with special emphasis on developments in 1953 and 1954. Part I is concerned with 
changes in the domestic economic situation in three broad groups of countries: 
economically developed private enterprise economies (chapter 1) ; centrally planned 
economies (chapter 2); and economically under-developed private enterprise econ- 
omies (chapter 3). Part II analyses changes in international trade and payments; 
the most important aspects are reviewed in chapter 4, which is followed by chapters 
relating to the external transactions of countries which, for the most part, are 
exporters of manufactured products (chapter 5) or of primary commodities (chap- 
ter 6); and of countries with centrally planned economies (chapter 7). There is 
inevitably some overlapping of treatment in parts I and II, since changes in the 
domestic economy of a country and in its external transactions are in many respects 
interdependent. The classification of countries in part I is not in all respects the 
same as that in part II. The grouping of countries and parts of countries for the 
various chapters is dictated solely by analytical requirements. 


As in previous years, there are published as supplements to this report reviews 
of economic conditions in areas outside the scope of the work of the regional economic 
commissions of the United Nations: Economic Developments in the Middle East, 
1945 to 1954 (sales number 1955.11.C.2), Review of Economic Activity in Africa, 
1950 to 1954 (1955.11.C.3) and Scope and Structure of Money Economies in Tropical 
Africa (1955.11.C.4). 


A special feature of the present report is an analysis of certain longer-range 
problems of international trade, presented in response to Economic and Social Council 
resolution 531 C (XVIII) of 4 August 1954, That resolution, referring to advantages 
which might accrue from the expansion of international trade and indicating that it 
would be useful if the Council could be furnished with a broad examination of the 
various factors tending to limit such expansion, requested the Secretary-General to 
include in his next World Economic Report an analysis of such factors, with a 
study of problems involved in promoting the development of trade within and between 
various geographic and currency areas. This far-reaching subject is discussed in 
general terms in the “Introduction” to the present report. In addition, there is pub- 
lished as a further supplement to the report a study entitled The Quest for Freer Trade 
(1955.II.C.5), which examines in more detail the obstacles to trade that have resulted 
from national commercial policies and from balance of payments difficulties, and 
also reviews national measures and international action taken by inter-governmental 
agencies with a view to removing or reducing such obstacles. 


The basic data used in the report are, in general, as officially reported by te: 
ments. The significance of the figures may vary from country to country, Sakae 4S 
on the statistical concepts and methods followed and on the structure and deve ae 
ment of the national economy. For this reason, the compilation of internationa 
statistical tables requires that attention be given to any important elements of one 
comparability or qualifications attaching to the data; these are usually eae in the 
tables of the report or in the detailed statistical publications of the United Nations 


from which the data are derived. 


The report was prepared in the Department of Economic and Social Affairs, 
largely by the Bureau of Economic Affairs. Substantial assistance was received from 
the Statistical Office of the United Nations, which collected most of the basic statistical 
data and prepared many of the tables. Some of the statistical material was obtained 
from the specialized agencies, notably the International Monetary Fund, the Inter- 
national Bank for Reconstruction and Development, and the Food and Agriculture 
Organization of the United Nations. 


New York, April 1955 


EXPLANATORY NOTE 


The following symbols have been used in the tables throughout the report: 
Three dots (...) indicate that data are not available or are not separately 
reported 
A dash (—) indicates that the amount is nil or negligible 
A blank in a table indicates that the item is not applicable 
A minus sign (—) indicates a deficit or decrease 
A full stop (.) is used to indicate decimals 
A comma (,) is used to distinguish thousands and millions 
A slash (/) indicates a crop year or fiscal year, e.g., 1953/54 
Use of a hyphen (-) between dates representing years, e.g., 1950-54, normally 


signifies an annual average for the calendar years involved, including the beginning 


and end years. “To” between the years indicates the full period, e.g., 1950 to 1954 
means 1950 to 1954, inclusive, 


References to “tons” indicate metric tons, and to “dollars” United States dollars, 
unless otherwise stated. 


The term “billion” signifies a thousand million. 


Details and percentages in tables do not necessarily add to totals, because of 
rounding. 
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RECENT ACTIVITIES OF INTERNATIONAL BODIES - 
r ’ CONCERNING TRADE POLICY 


__ At its eighteenth session, the Economic and Social 
Council, in resolution 531 C (XVIII), requested the 
_ Secretary-General to include in the forthcoming edition 
of the World Economic Report an examination of the 
various factors tending to limit the expansion of inter- 
national trade. This work was to include a study of 
the problems involved in promoting the development 
of trade within and between various geographic and 
currency areas. In partial fulfilment of that request, a 
brief examination of outstanding problems and issues 
relating to international trade is presented here.* 


~ The nature of some of these problems and issues is 
indicated by actions of the Council and cf other inter- 
national organizations in recent months. In the reso- 
lution just referred to, the Council recognized “the 
contribution which a continuing expansion of inter- 
national trade can make to increasing production, em- 
ployment, standards of living, economic development of 
under-developed countries and international stability” ; 
urged governments to “take all practicable steps to 
facilitate the further expansion of mutually beneficial 
international trade”; and decided “to place the ques- 
tion of the expansion of international trade and the 
development of international economic relations on 
the agenda for its twentieth session . . .” 


The concern of the Council regarding problems of 
trade in primary products is indicated by another ac- 
tion taken during 1954. Following earlier resolutions 
calling for studies, the Council, in resolution 512 A 
(XVII), decided to established a Permanent Advisory 
Commission on International Commodity Trade, em- 
phasizing the “need for devising effective measures for 
international co-operation to solve the grave problems 
of the inadequacy and instability of the proceeds of 
primary commodity exports”. At its eighteenth session, 
the Council constituted this Commission, which held 
its first meeting from 17 January to 2 February 1955. 


The Council, at its eighteenth session, also considered 
a proposal by the Economic Commission for Europe 
(ECE) calling for inter-regional consultations of trade 
experts to be held under the auspices of the regional 
economic secretariats. These consultations would be 
similar, in general, to the consultations concerning 
trade among European countries which have been spon- 


1See also the supplement to this report entitled The Quest 
for Freer Trade (sales number 1955.ILC.5). 


Introduction 


SOME PROBLEMS IN INTERNATIONAL TRADE POLICY 


sored by the Economic Commission for Europe. They 
would involve, on the one hand, countries participating 
in the work of ECE and, on the other hand, countries 
participating in the work of the Economic Commission 
for Asia and the Far East (ECAFE) and the Economic 
Commission for Latin America (ECLA). The Council, 


‘in resolution 535 B (XVIII), requested the Secretary- 


General to prepare a technical report on the practical 
conditions under which effect might usefully be given 
to the proposal. Such a report has been submitted to 
the three regional economic commissions, to permit 
them to express their views on the matter for the use 
of the Council when it resumes its consideration of the 
subject at its twentieth session. 


The problems of trade were one of the major subjects 
considered at the Conference of Ministers of Finance 
and Economy, held by the Organization of American 
States (OAS) at Rio de Janeiro from 22 November to 
2 December 1954. The meeting was called by the Cara- 
cas session of the organization for the purpose of 
considering economic problems of Latin America, with 
particular reference to economic development. Con- 
siderable stress was placed at the conference on the 
importance for economic development of the volume 
of sales and the terms of trade of primary products 
produced for export by Latin American countries. 


The Organisation for European Economic Co-opera- 
tion (OEEC) has recently taken significant decisions 
concerning commercial policy and arrangements for 
multilateral payments, with a view to increased re- 
gional integration and a smooth transition to currency 
convertibility. Thus, in January 1955, OEEC decided 
that the minimum “percentage of liberalization” of im- 
ports from member countries should be further in- 
creased during the year, and that members should dis- 
continue various artificial export incentives by the end 
of the year. In the same month, it also decided to pro- 
long the European Payments Union (EPU) until 30 
June 1956, and requested the Managing Board of the 
union to draw up plans for a European fund to aid 
members in payments difficulties when the currencies 
of major members become convertible. 


The General Agreement on Tariffs and Trade 
(GATT) was intended to serve as an interim arrange- 
ment until the International Trade Organization should 
come into existence; it continued to function when 
this did not occur. Through this arrangement, substan- 
tial reductions in import duties have been negotiated, 
trade preferences have been somewhat reduced and 


rules for fair dealing have been established. However, 
there has been no formally recognized administering 
body and, as far as the United States is concerned, the 
agreement has been neither approved nor disapproved 
by the Congress but has continued on sufferance. At 
their 1953 session, the Contracting Parties, which have 


assumed responsibility for administering the General _ 


Agreement on Tariffs and Trade, decided to undertake 
a review of the agreement late in 1954 with a view to 
determining whether GATT should be continued and, 
if so, what arrangements should be made for its admin. 
istration and to what extent the general agreement itself 
should be amended or supplemented. This review began 
on 8 November 1954 and was concluded on 7 March 
1955. As a result of the review, several amendments 
were proposed, and a separate agreement will, if it 
becomes effective, establish an Organization of Trade 
Co-operation as the body to administer the general 
agreement.” 


TRADE POLICY AND THE PROMOTION OF NATIONAL 
ECONOMIC OBJECTIVES 


In entering upon a discussion of international trade 
problems it is well to have in mind some generally ac- 
cepted propositions. International trade is a means by 
which national economies that differ widely in many 
respects can be integrated into an international econ- 
omy. For some countries international trade is a con- 
venience rather than a necessity since they could apply 
their resources efficiently to many different kinds of 
production and thereby could become nearly self-sufh- 
cient if they so desired. Such countries usually have 
large populations and land areas and a wide diversity 
of resources. For other countries, however, trade is a 
vital necessity. This is especially so in the case of a 
small country lacking a diversity of resources and 
climate, whether it be an industrialized country with 
a high ratio of population to land area, or an agricul- 
tural country specializing in the production of one or 
a few primary products. Further, most economically 
under-developed countries, whatever their potentialities 
for future self-sufficiency, depend heavily on trade to 
supply them with both consumer goods and capital 
goods. 


Since trade is the means through which a country 
can enjey the many kinds of goods it requires, while 
specializing in the production of those goods with 
respect to which it has the greatest comparative ad- 
vantage, there is a large measure of agreement that, in 
general, freer trade is better than more restricted trade. 
Despite such agreement, and the large stake that many 
countries have in trade, every major country to a greater 
or less degree imposes restrictions that redirect or may 
reduce international trade, with resulting harm to other 
countries. Some of these restrictions are imposed as @ 


*For further details of the review and it 1 
Quest for Freer Trade. SS ee 


defensive reaction to external developments which the 
government does not have the power to prevent. Other 
restrictions have their origin in the decision of the 
government to promote some desired internal economic 
policy. Whatever their origin, the restrictions are im- 
posed to promote a national interest that is deemed to 
be more important than the international trade bene- 
fits which may be lost as a result of the restrictions—to 
the extent that there is an understanding of such bene- 
fits. Since trade is not an end in itself but rather one of 
the means available to countries for achieving their 
objectives, the desirability to a country of more trade 
or freer trade depends on whether, on balance, these 
would in the circumstances help to achieve the objec- 
tives. 

The problems of expanding the volume of trade and 
reducing the various restrictions imposed on it are 
complicated by conflicts of interest among governments 
regarding trade policies. Since each international trans- 
action is subject to control—or prohibition—by two or 
more governments, inconsistent policies may be fol- 
lowed with respect to the same transaction. In this 
situation, the traditional ideal of free multilateral trade 
has fallen by the way. The problem of achieving more 
and freer trade is that of finding and taking practical 
steps which will not undermine the legitimate national 
objectives of trade restrictions. In many cases, it should 
be possible to find compromise solutions that will give 
some measure of benefit to all countries. Resolution of 
international conflicts of economic interests is one of 
the major problems of our times and one with respect 
to which international organizations have a special 
opportunity and responsibility. 


REASONS FOR RESTRICTIONS ON TRADE AND PAYMENTS 


Governments impose restrictions on international 
trade and payments for a variety of reasons, which have 
been the subject of an imposing body of economic and 
political literature. In the present brief survey only a 
few major aspects can be considered. 


The underlying reason for perhaps the largest and 
the most discussed part of restrictions on trade and 
payments imposed during the post-war period has been 
a persisting international economic imbalance, which 
has been reflected notably in balance of payments diffi- 
culties. Most countries, in order to prevent deteriora-. 
tion in their balance of payments positions, have im- 
posed restrictions on trade and payments, many of 
which remain in force. Other purposes for which a 
government may impose trade restrictions include the 
protection of industry from foreign competition, an 
improvement in the terms of trade, the maintenance of 
internal economic stability, the regulation of the in- 
ternal economy in various ways and the support of the 
government’s international political policy. 


While restrictions for any or all of the above reasons 
may be employed by any country, the rationale of the 


restrictions imposed by under-developed countries dif- 


Ee fers sufficiently from that of the restrictions imposed by 
_ industrialized countries to warrant division of the dis- 


_ cussion into two parts. There is, of course, no clear-cut 
line of demarcation between economically under- 
developed countries and industrial countries, and 
_the discussion necessarily shares the arbitrary nature 
of the categories. 


Under-Developed Countries 


One of the factors that made the pre-war trade situa- 
tion an unsatisfactory one, despite its equilibrium, was 
the persisting condition of very low incomes and vir- 
tual economic stagnation in many under-developed 


_ countries. A characteristic of the post-war period has 


been the widespread emphasis on economic develop- 
ment. When an economy begins to develop, it is likely 
to have a growing volume of external trade and, as its 
development accelerates, it is also likely to impose sub- 
stantial barriers on trade, for several reasons. 


Economic development and balance 
of payments difficulties 

In the first place, a country in process of development 
is likely to experience persisting pressure on its balance 
of payments, not necessarily as a result of external cir- 
cumstances, but rather as a consequence of the process 
of development. The pressure results from import de- 
mand for both capital and consumer goods in excess 
of the country’s supply of foreign exchange. The de- 
mand for machinery and other capital goods reflects 
their importance as a factor limiting the rate of eco- 
nomic development. The demand for imports of con- 
sumer goods is increased when the formation of capital 
within a country adds to the demand for consumer 
goods without adding to their supply. This is an aspect 
of the inflationary tendency of rapid economic develop- 
ment—a tendency that is difficult, if not impossible, to 
avoid in some degree without retarding development, 
but that calls for caution and internal restraint if the 
development itself is not to be hindered by distortion of 
the economy and discouragement of foreign investment. 


When a developing country is short of foreign ex- 
change, it commonly seeks to ration it in ways most 
likely to accomplish its objectives. Generally, the im- 
portation of consumer goods, especially less essential 
goods, is restricted, and available foreign exchange 
is devoted as far as possible to financing imports of 
the kinds of capital goods deemed most necessary. Re- 
strictions on imports cause shifts in the types of goods 
imported ; but this does not necessarily mean a decrease 
in the total volume of imports, especially if the coun- 
try exports widely used raw materials to the world mar- 
ket. It is possible, however, that such a decrease might 
occur, for example, when a shift by a country in the 
kind of its imports reduces the ability of its customers 
to buy from it and thus also its ability to buy from 


them. 


It is probable that controls on trade and exchange 
are applied for longer periods than are necessary, for 
they are usually imposed as soon as the need for them 
is felt, while administrative inertia tends to result in 
their continuance after they are no longer needed, 
especially since there may typically be no signal an- 
nouncing the end of the need. In a number of countries, 
progressive simplification and other improvements 
have been made in the ways in which controls are 
imposed, thus ending, or at least reducing, administra- 
tive abuses, unjustified discrimination among products 
and countries,-and harmful restraint on business activi- 
ties important to economic development. In this con- 
nexion, stress may be laid on the usefulness to a coun- 
try of having an integrated economic development pro- 
gramme, on the basis of which rational distinctions may 
be drawn between imports to be discouraged and im- 
ports to be permitted or encouraged. 


Protection of developing 
industries 


Another major reason for restrictions on trade and 
payments is that economically under-developed coun- 
tries wish to protect and stimulate the growth of selected 
industries. Import tariffs are widely used for this pur- 
pose, and quantitative trade and exchange controls im- 
posed to deal with balance of payments difficulties are 
often protectionist in purpose. In any event, such con- 
trols are likely to have an incidental protective effect, 
with the result that among the industries so stimulated 
may be some that are not sufficiently important to a 
developing economy to justify the use of scarce re- 
sources. Protectionist policy is another strong reason 
for an integrated development programme so that a 
minimum of protection may make the maximum con- 
tribution to the development of the country. 


There has been much discussion and some contro- 
versy regarding the relative contribution to economic 
development that results from the expansion of indus- 
tries producing for export, notably mining and agricul- 
ture, compared with those manufacturing goods which 
previously had been imported. The central question 
is how readily a country can increase its export earn- 
ings by developing export industries. If demand and 
supply conditions for these industries are favourable, 
a country may well be able to raise its level of con- 
sumption and provide capital goods for economic de- 
velopment to a greater extent through expanding its 
export industries than by devoting equivalent capital 
and effort to expanding import-replacing industries. 
There are likely, however, in some cases, to be rather 
narrow economic limits to the extent to which under- 
developed countries can increase their export earn- 
ings. While producers in one country might be able to 
enlarge their share in total earnings at the expense of 
competing producers in other countries, the ability of 
producers in general to enlarge their earnings would 
depend in considerable part on the elasticity of demand 
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for the product. Spokesmen for under-developed coun- 
tries have often laid stress on the relatively low elas- 
ticity experienced in the demand for their export prod- 
ucts. Other writers have painted a bright picture of the 
future demand for raw materials. The two views are 
not necessarily inconsistent, as one may be valid in the 
short run and the other in the longer run. 


The chief argument for protecting new and growing 
industries in under-developed countries may be briefly 
stated. Economic development means increased produc- 
tivity. Most under-developed countries are largely ag- 


ricultural; with increased agricultural production per 


man, large numbers of agricultural workers are re- 
leased for other employment. To provide them with 
employment requires the development of other indus- 
tries. The extent to which export industries can be profi- 
tably expanded is limited; the industries to be devel- 
oped are non-exporting industries which, to a large 
degree, would produce goods that previously had been 
imported. Industries are likely to be less efficient when 
newly established than later, and the argument for 
their protection is accordingly a powerful one. Further, 
the entire development process may depend on the 
stimulation of many interrelated industries, which may 
be possible only by protecting them all from outside 
competition. 


There is always, of course, the danger, and even the 
probability, that efforts will be made to develop indus- 
tries that are not economically appropriate for the 
stage of the economy. For one thing, the efliciency of 
production depends on the size of the market, the size 
necessary for efficient production being much larger 
for some industries than for others. During the early 
years of development, when national income is low and 
the market accordingly small, it is appropriate that re- 
sources should be devoted to industries which can be 
carried on efficiently with a small market, while other 
industries await a market of sufficient size. 


It may happen that protective tariffs are not neces- 
sary for the development of industry, in view of the 
incidental protection that results from controls im- 
posed to ration available foreign exchange. Alterna- 
tively, protective tariffs may reduce imports so as to 
make quantitative and foreign exchange controls un- 
necessary. There would seem to be a tendency to rush 
into prutection as the method to be preferred for stimu- 
lating the growth of an industry, instead of one to be 
used when other measures fail. The result is the un- 
necessary enlargement of restraints on trade. 


Much of the stimulus for under-developed countries 
to undertake large programmes of general industrializa- 
tion undoubtedly comes from the desire of these coun- 
tries to strengthen their positions in the world economy. 
The wide fluctuations in the demand and terms of. trade 
for their exports, the shortages of necessary imports 
during periods of war and accelerated defence expendi- 
ture abroad, and the threat to markets from the develop- 


ment of synthetic substitutes, are among the elements 
that have buffeted economically under-developed coun- 
tries in the past decade or two. These experiences con- 
stitute a strong incentive to countries to concentrate 
effort and capital on creating new manufacturing indus- 
tries in order to become as self-sufficient as possible as 
quickly as possible. This incentive is likely to have a 
strong influence even when a more rapid increase in 
economic development could be achieved through a dif- 
ferently phased development programme. 


Trade and payments controls as a substitute 
for internal measures 


Under-developed countries often put trade and ex- 
change controls to uses that may be interpreted as being 
primarily in the nature of alternatives or substitutes 
for internal measures of taxation and control of the 
economy. The control of foreign investment and of the 
earnings of foreign investors, the achievement of in- 


come redistribution within the country, the stabilization _ 


of returns to local producers, the reduction of inflation- 
ary internal spending of export earnings, the subsidiz- 
ing of exports and imports, the guidance and direction 
of economic development, and the control of the pat- 
tern of consumption are some of the uses to which trade 
and exchange controls, including export taxes and mul- 
tiple exchange rates, have been put. Frequently the 
results have been somewhat different from what was 
intended. For example, in some cases restrictions have 
been imposed on imports of luxury consumer goods in 
order to limit expenditures that had been going into 
conspicuous consumption and to make such funds avail- 
able for developmental investment. The actual effect has 
sometimes been to promote the establishment of indus- 
tries producing the luxury goods. Thus, the net gain for 
useful capital formation has been much less than the 
apparent gross saving achieved by import control. 


The complexities, frequent changes and long delays 
in action that too often mark the use of trade and ex- 
change controls for purposes of the kind just mentioned 
result in an unintended burden on exports and imports 
alike. Appropriate internal measures often would ac- 
complish the desired results more fully and with fewer 
unintended side effects. Despite the superiority for such 
purposes of internal measures, the relative ease with 
which trade and exchange controls may be imposed and 
administered presents a strong temptation to use them. 
As the administrative machinery of under-developed 
countries is strengthened, they will undoubtedly find 
it desirable to diminish the use of trade and exchange 
controls for internal economic purposes and to sub- 
stitute a variety of appropriate internal measures. In 
the meantime the possibility of serious administrative 
errors can be reduced by gearing the pattern of trade 


control to a comprehensive programme of integrated 
economic development. 


Discriminations among countries in the application 
of trade and exchange controls, unless required to pro- 
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tect foreign exchange reserves, may constitute a regret- 


| table departure from the body of fair practices that the 


_ General Agreement on Tariffs and Trade was intended 
_ to develop. 


Industrial Countries 


- Some of the reasons that motivate industrialized coun- 
tries to impose trade restrictions are the same as in the 
case of under-developed countries, but others are differ- 


_ ent. Industrialized countries make less use of trade 


restrictions as a substitute for internal measures of 
taxation and control. While they impose tariffs for the 
protection of domestic industry, the purpose is not so 
much to stimulate new industries as to preserve existing 
ones. 


Restrictions to meet balance 
of payments difficulties 


An industrialized country may, of course, suffer from 
balance of payments deficits, and may impose restric- 
tions on trade and payments, as well as internal meas- 
ures, in an effort to protect its foreign exchange reserves 


_and to restore equilibrium. It has been mentioned pre- 


viously that imposing controls on imports affects the 
kinds of goods imported and may, depending on the cir- 
cumstances, reduce the total volume of imports, such 
reduction being least likely when the controls are im- 
posed to deal with a deficit in the balance of payments. 
It is not as usual, however, for an industrialized country 
to have a chronic tendency to deficit in its balance of 
payments as it is for an under-developed country. For 
a country tending to have a surplus in its balance of 
payments, the volume of exports usually is dependent 
on the volume of imports plus the amount it invests 
abroad. Accordingly, restrictions placed on imports 
by such countries are likely to result in an actual de- 
crease in trade, both imports and exports. In general, 
therefore, tariffs and other restrictions on trade im- 
posed by industrialized countries are more likely to 
reduce the volume of trade than are such controls im- 
posed by economically under-developed countries. 


Protectionist policies 


The continuance of protective tariffs or other pro- 
tective trade restrictions, or the imposition of new ones, 
by industrialized countries needs no justification in the 
eyes of the special groups that would thereby be pre- 
served or promoted. These groups can be expected to 
urge upon legislators and others exercising legislative 
powers the importance, from the viewpoint of the na- 
tional interest, of their special interests. They will, of 
course, be opposed by groups that want to keep the 
cost of imports low and by others that want to expand 
their sales abroad. Legislative bodies typically are more 
sensitive to demands for protection of established do- 
mestic industries that profess to be threatened by the 
competition of imports than they are to the demands 
of those who see the possible advantages of an expanded 


market for export industries. For this reason protection 
tends to be excessive in relation to the national interest. 
But there is often more to the matter than the political 
appeal of protecting an industry. If, for example, the 
removal of tariffs or other restrictions would result in 
the insolvency and liquidation of industrial plants, or 
even of whole industries, the fact that the exports of 
other industries would expand—though possibly only 
after considerable delay—may give little comfort to the 
inhabitants of the areas in which the liquidated indus- 
tries are concentrated, since the expanding export in- 
dustries might be located in a distant part of the coun- 
try. For another thing, since capital, and even skilled 
personnel, are often highly specialized and not capable 
of economical transfer to other industries, the liquida- 
tion of a plant or industry may result in a loss substan- 
tially in excess of the normal depreciation of capital 
and retirement of labour. These arguments are often 
the basis for reducing trade barriers only gradually in 
order to make sure that the gains accruing from lower 
costs of imports and expansion of exports will be at 
least as great as losses from liquidation, as well as to 
guard against liquidations that might result from an 
unfavourable shift in comparative advantage that was 
only temporary. The arguments, however, would not 
justify the permanent continuation of protectionist 
measures. To avoid confusing the interests of particular 
industries and localities with the national interest in 
cases of these kinds, national measures might be taken 
to share the losses and speed the necessary readjust- 
ments. 


Another argument that is used to defend not merely 
gradualness in the reduction of trade barriers but their 
retention at current levels, or even their increase, is that 
the industry in question is vital for the defence of the 
country in time of war, when the supply of essential 
goods might be cut off or when machines and special 
skills would be needed for war production. The validity 
of this argument would seem to depend on the circum- 
stances. If pushed to extremes, it might be used to de- 
fend the protection of almost any industry. Even as 
actually used, the defence argument sometimes seems 
far-fetched and designed to hide the more general de- 
sire to preserve industries that have been granted pro- 
tection in the past, whatever their probable future con- 
tribution to the country’s welfare. 


Aside from the defence argument, the most effective 
argument, politically, for the protection of domestic 
industries in an industrialized country appears to be 
that protection is needed to prevent unemployment. 
In part, the cogency of the argument regarding domestic 
industries in this connexion is an aspect of the general 
proposition that a national government can deal more 
effectively and readily with internal than with external 
matters. Beyond this, most industrialized countries have 
adopted policies calling for government action when- 
ever a substantial increase threatens to develop in the 


number of unemployed. The fear of unemployment— 
or of falling income in an industry such as agriculture 
in which unemployment may be difficult to measure— 
may lead to using protection against imports in various 
ways, all of which result in instability of trade restric- 
tions. The instability may be derived from either the 
law or administrative practice. For example, some coun- 
tries have laws providing that when a commodity in- 
cluded under a farm price support programme is in 
surplus supply at or below the supported price, no 
imports of that commodity may be made. Again, in some 
countries tariffs on certain products have been reduced 
administratively when demand for the products was 
strong and restored to their higher level when demand 
was weak, A threat of unemployment may also lead 
to changes in tariff laws or other trade restrictions. 


These various barriers to imports are made in an ef- 
fort to increase demand on domestic sources of supply. 
The use of such policies is understandably tempting, 
though it may in effect “export the unemployment” and 
is likely to lead to retaliation on the part of other 
countries, if for no other reason than that the resulting 
decline in their exports would reduce their ability to 
import. Thus, the export industries of the first country 
would suffer and, if the level of employment is to be 
maintained, it would be necessary to increase the em- 
ployment of workers in other industries. 


If only the period of depression is considered, such 
a shift in labour resources might be economically sound 
—if it proved feasible in the face of low total demand 
—since the unemployment of resources is likely to be 
more wasteful than their utilization at less than maxi- 
mum efficiency. But such a static view of the matter is 
short-sighted in view of the need to restore levels of 
activity and international trade as early as possible. In 
the long run it may well be more advantageous for a 
country to deal with temporary unemployment through 
internal measures than to attempt a cure by increasing 
national self-sufficiency through trade restrictions, since 
this “cure” might actually result in widening and deep- 
ening a depression. Countries may differ greatly, of 
course, in the extent to which the government is in a 
position to choose among possible alternative policies 
when threatened by unemployment. The difficulties of 
individual countries have led to studies of the possibil- 
ity of strengthening the position of national govern- 
ments by collective action through international organi- 
zations, but few tangible steps in this direction have 
been taken. 


Restrictions on exports 


Reference was made earlier to import restrictions 
that an industrialized country may impose as a defence 
measure. Restrictions on exports are also imposed for 
the same general purpose. For example, during the 
rearmament movement accompanying the fighting in 
Korea, certain industrial countries, the United States 


in particular, placed general restrictions on the export 
of capital goods and finished products considered nec- 
essary for the defence effort. More lasting restrictions 
were placed on the export of certain “strategic mate- 
rials” to countries considered potential enemies. These 
restrictions continue in force, though somewhat re- 
duced. Their use is not limited to any one country or 
group of countries. Since the motives for such restric- 
tions are related not to economic interests, as usually 
defined, of the country imposing them, but to political 


’ interests, it is not feasible or useful to analyse them 


here. There appears to be a general tendency in restric- 
tions of this type to emphasize possible immediate or 
short-run benefits, with little regard to the effects of the 
restrictions on the future allocation of resources in the 
countries against which such restrictions are directed. 


INTERNATIONAL ECONOMIC IMBALANCE 


The subject of international economic imbalance has 
been referred to in the course of the preceding discus- 
sion. Thus, it has appeared that this imbalance has been 
one of the main reasons for governmental restrictions 
on trade and payments, and that these restrictions have 
been a factor contributing to imbalance. To remove the 
causes of imbalance, and thereby facilitate the achieve- 
ment and maintenance of international economic equi- 
librium, is generally recognized as one of the most im- 
portant continuing economic problems of the present 
day. The achievement of international economic equi- 
librium would not, of course, mean the complete free- 
ing of trade. Protective tariffs and restrictive measures 
to support national policies, for example, would not 
necessarily be influenced by the achievement of equilib- 
rium. However, with the restoration of equilibrium, 
a substantial freeing of trade would be made possible 
since many kinds of restrictions could be abandoned 
and one of the factors leading to protective measures 
would be eliminated. 


A country may be said to be in a state of current 
international economic equilibrium when, in the ab- 
sence of governmental restrictions, its payments to other 
countries and its receipts from other countries are in 
balance, taking into account all factors entering into 
its rights to receive, and obligations to make, payments 
—notably exports and imports of goods—and including, 
among other items, exports and imports of services and 
transfers of income. If the international equilibrium 
of the country is to be sufficiently stable to be a prac- 
tical “working” equilibrium, it should also meet two 
other conditions. The country should have a reasonable 
degree of internal equilibrium, since serious internal 
imbalance—a large volume of unemployment, for ex- 
ample—is likely to upset an apparent equilibrium in 
international economic relations. Moreover, since pre- 
cise international balance never exists for long, the 
country should possess a sufficient volume of foreign 
exchange reserves to absorb “normal” fluctuations with- 


out the necessity of imposing controls on trade or pay- 
ments. 


_ References to international economic equilibrium 
usually are made with multilateral equilibrium in 
mind, that is, the situation in which each country is 
in payments equilibrium with all other countries com- 
bined, though not necessarily with any one country. 
For multilateral equilibrium to be effective, however, 
‘it is necessary that earnings in the currency of one 
country should*be convertible into currencies of other 
countries. To the extent that currencies cannot be con- 
verted, the equilibrium that is significant is bilateral 
equilibrium—that is, equilibrium between a given coun- 
try and each of the other countries with which it trades. 
There are many possible degrees of multilateralism, and 
the situation in practice commonly falls somewhere 
between rigid bilateral trade and universal multilateral- 
ism. The broader the multilateral system of trade and 
payments, the greater the access to markets and, de- 
pending on the situation, the more profitable the spe- 
cialization of production is likely to be. 


It would be a coincidence if the private importers 
of a country should seek to purchase the same volume 
of goods that private exporters are able to sell. Since, if 
a country is to be in international economic equilib- 
rium, its payments and receipts must be kept in balance, 
some form of action is frequently necessary to achieve 
this result. In a world of independent national States, 
each controlling its fiscal and monetary policies, one 
cannot count on the effective automatic action of such 
forces as might tend to bring about and maintain eco- 
nomic equilibrium, which is not likely to be either 
achieved or maintained without the careful direction 
of governmental policies. Some of the forces operating 
to upset equilibrium are minor and readily dealt with, 
while others may be beyond the power of a single gov- 
ernment to control, at least in the short run. The action 
of the government of one country may constitute an 
element disrupting the equilibrium of other countries 
in the absence of effective co-ordination. 


Governments have at their disposal various means 
for restoring equilibrium or, failing in this, for pre- 
venting a lack of balance from growing worse. The 
effective use of these means may be limited by the 
fact that the internal policies of governments often have 
objectives which are inconsistent with the maintenance 
of a balance in payments. Perhaps the principal ex- 
ample is the inconsistency that may exist between stimu- 
lation of demand to restore or maintain full employ- 
ment, and restriction of demand to achieve international 
equilibrium. The imposition of import and foreign 
exchange controls is usually a recognition that, at 
least for a time, international equilibrium cannot be 
achieved or, if achievable, can be reached only by using 
measures less palatable than the controls. 


Many kinds of factors may operate to create, imbal- 
ances. Inflation or deflation, an exceptionally good or 


bad harvest, speculative movements, are examples of 
factors which are irregular in timing. Other imbal- 
ances tend to be periodic: seasonal imbalances, which 
are likely to correct themselves over the course of the 
year, and cyclical imbalances, which correspond to 
cyclical movements of business and are likely to be 
more or less self-correcting over a short period of years. 
The occurrence from time to time of deficits in balances 
of payments, resulting from trade imbalances of the 
above-mentioned types, seems to be inevitable. Whether 
they have serious consequences for a particular coun- 
try or for the international economy depends in the first 
instance on the strength of the disturbing element and 
the period of time during which it operates, but also on 
other circumstances. In some situations the determining 
factor may be the intelligence and firmness with which 
the government applies the measures at its disposal for 
restoring equilibrium, such as anti-inflationary mone- 
tary and fiscal policies and, in special circumstances, 
the readjustment of exchange rates for foreign cur- 
rencies. Another important factor is the volume of re- 


serves of foreign exchange and gold available to a coun- - 


try for meeting a deficit in its balance of payments; a 
temporary deficit, which may be readily surmounted 
if reserves are sufficiently large, may force restrictions 
on imports and foreign exchange if reserves are inade- 
quate. It is in this connexion that the adequacy of inter- 
national facilities for supplementing a country’s re- 
serves may be a major factor in protecting countries 
against the disruptive effects of trade imbalances. 


Fluctuations in demand and prices for primary prod- 
ucts have resulted in serious cases of cyclical imbal- 
ance, though the most violent of such fluctuations have 
been caused by other than the usual variations in busi- 
ness. The relative helplessness of a producing country 
to protect itself against such fluctuations undoubtedly 
is a major reason why great stress is being placed on 
efforts to devise effective international measures for 
preventing or dealing with them. 


Other imbalances—and these are likely to affect many 
countries—may result from a breakdown in the multi- 
lateral payments system, about which more will be said 
later. These imbalances are not readily overcome and 
equilibrium restored unless an effective multilateral 
payments system is re-established. This necessary con- 
dition, however, is rarely one that any single govern- 


ment can achieve, and the problem accordingly is an: 


appropriate one for international action. 

Still other imbalances, involving relative shortages 
or excesses in the productive capacities of different in- 
dustries—commonly referred to as “structural” imbal- 
ances—may arise from war destruction and economic 
distortion due to war, as well as from other causes, 
discussed below. They are likely to be stubborn; they 
are not cured merely by freeing trade or enlarging the 
area of the market. Indeed, from the viewpoint of a 
specific country, an enlargement of the market may in- 
crease the imbalance or even create one. 
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Background of Existing Imbalances 


The principal sources of the present-day problem of 
international imbalance are the breakdown of the multi- 
lateral payments system and the development of struc- 
tural imbalances. These have their roots very far back 
in point of time. It may be doubted whether there was 
a full recovery of multilateral equilibrium after the 
far-reaching changes resulting from the First World 
War. The general breakdown of the multilateral pay- 
ments system dates from the international financial 
crisis of 193] and was part of what might by medical 
analogy be called a “depression syndrome”. The hard- 
est pressed countries found themselves unable to meet 
their obligations and placed restrictions on payments. 
Their creditors, in turn, not being able to collect, were 
themselves unable to pay. Exchange controls and quan- 
titative restrictions on trade spread rapidly. Once the 
multilateral payments system had broken down, its 
re-establishment depended on having necessary basic 
conditions for restoring payments by many countries 
simultaneously. Any individual country would have 
been likely to exhaust its resources without accomplish- 
ing any large-scale or long continued improvement. The 
diversion of production to armaments, moreover, had 
distorting effects on trade and discouraged efforts to re- 
establish international co-operation. There was little 
restoration of the multilateral payments system during 
the nineteen thirties, and this factor undoubtedly con- 
tributed towards deepening and lengthening the depres- 
sion. 


The war further disrupted international trade and 
was responsible for much of the structural imbalance 
that has complicated the situation ever since. Physical 
destruction and economic dislocation of means of pro- 
duction were particularly great in Europe, which also 
lost a large part of its oversea investments and was 
faced with the necessity of increasing its net exports 
to pay for the large volume of imports previously 
financed by interest and dividends. The war also stimu- 
lated the growth of industries in less-developed coun- 
tries by depriving them of goods for which they had 
formerly depended on industrialized countries. As pre- 
viously mentioned, this industrial growth has been sup- 
ported and further advanced in many countries by the 
imposition of protective tariffs and other trade restric- 
tions. The rapid development in the United States and 
other industrialized countries of synthetic substitutes 
for such commodities as silk and rubber was another 
source of structural imbalance which was stimulated 
by the war and has continued in the post-war period. 


Recent Progress towards Equilibrium 


The rebuilding of production and trade that has 
taken place since the war represents a signal achieve- 
ment in view of the world-wide involvement in the war, 
the magnitude of the physical destruction and the gen- 
eral breakdown of economic relations. This achieve- 


ment is the product not only of great effort within 
different countries but also of international co-opera- 
tion. The new international economic institutions, such 
as the International Bank for Reconstruction and De- 
velopment and the International Monetary Fund, are 
important examples of international co-operation, as is 
the General Agreement on Tariffs and Trade. The Mar- 
shall plan was of particular importance in the recon- 
struction and recovery of Europe, including as it did 
the granting of economic aid; and the establishment 
of the Organisation for European Economic Co-opera- 
tion, and, through it, of the European Payments Union, 
has been of particular help in the restoration of both 
trade within Europe and oversea trade. 


The World Economic Report® of last year, which ex- 
amined in some detail economic developments since the a 
end of the war, particularly from 1950 to 1953, noted | 
favourable trends in 1953 with respect to international 
trade and payments; these trends continued in general 
in 1954, The total volume of world trade was slightly 
higher in 1954, the equilibrium in trade movements 
was greater and the monetary reserve position, par- 
ticularly with reference to the dollar, continued to im- 
prove. With a few exceptions, the prices of primary 
products were stable or moved upward, and demand 
was maintained. These favourable developments took 
place despite a recession in the United States, where 
production and imports were reduced. 


This improvement in the trade and payments situa- 
tion was accompanied by continuing progress in the 
removal or relaxation of restrictions. While in earlier 
years great progress had been made in regional trade 
liberalization and co-operation, particularly in western 
Europe and the sterling area, there was in 1953 and 
1954 a widespread liberalization of imports payable 
in dollars and other measures to restore a unified world 
market. A few examples will suffice to illustrate the 
nature of the progress.* The United Kingdom made 
sterling freely transferable between almost all non- 
dollar countries outside the sterling area, returned the 
import of most primary commodities to private hands, 
liberalized imports from the dollar area and reopened 
its international commodity exchanges in several prod- 
ucts. These measures practically resulted in de facto 
convertibility of the pound for non-residents. Residents 
also were given greater freedom in spending dollars. 
Similarly, western Germany unified accounts held by 
foreigners, released blocked balances and—like the 
Benelux group of countries, Italy, Sweden and other 
countries—freed long lists of dollar goods from import 
restrictions. Some non-European countries also liberal- 
ized their imports of dollar goods; the Union of South 
Africa actually ended trade discrimination altogether. 
There were exceptions, however: Pakistan, Spain and 


* United Nations, World E i 
number 1954.1LC.1). or: conomic Report, '1952-53 (sales 


“Further details are given in part II of the present report. 
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_ Turkey, for example, did not liberalize trade and pay- 
ments during the year. 


Moreover, the increase in imports that followed the 
_ relaxation of restrictions seemed likely in some coun- 
_ tries to require either measures to keep domestic de- 
_ mand in check or reimposition of trade controls. Most 
_ of these countries seemed inclined to follow the former 
course. Thus, following a deterioration in the payments 
position of the United Kingdom, the discount rate was 
raised sharply’in that country; similar action was taken 
by Norway, while Denmark relied on increased sales 
taxes and New Zealand on the tightening of credit con- 
trol. Australia, on the other hand, had recourse to the 
tightening of import restrictions in the autumn of 1954 

~ and in 1955. 


On balance, there was improvement during 1954 in 
the volume and equilibrium of trade and in the balance 
of payments position, particularly with respect to hold- 
ings of gold and dollar reserves outside the United 
States, thanks partly to continued dollar aid. The im- 
provement was particularly welcome in view of the 
concern with which the rest of the world observed the 
declining level of production in the United States in 
the closing months of 1953 and the opening months 
of 1954. Most economists, especially in Europe, held the 
view that the consequence of reductions in production 
and employment in the United States would be even 
greater reductions in production and employment in 
Europe and in the primary producing countries. The 
experience of 1949 had seemed to confirm this view. 
Instead of these expected consequences, the 1953 up- 
ward trend in activity in Europe continued into 1954 
and reached record levels, production being 8 per cent 
higher in the third quarter of 1954 than in the same 
quarter of 1953, though merchandise imports into the 
United States from western Europe were approximately 
13 per cent lower in the first three quarters of 1954 
than in the same period of 1953. During the time that 
western Europe’s exports to the United States were de- 
clining in 1954, its other exports were increasing, so 
that, in the third quarter of 1954, western European 
exports to all other areas combined rose by 7.6 per 
cent. Several factors made possible the financing of 
this increase in exports to other areas. United States 
imports from these areas declined only slightly, while 
western Europe expanded its imports from them. There 
may have been an increase in capital outflow from 
Europe. Finally, the buyers of European exports 
showed a willingness to reduce their normally favour- 
able trade balances. 


The explanation for continued European expansion 
in the face of a recession in the United States, and a 
decrease of imports by the United States, would appear 
to be in part one of a favourable constellation of cir- 
cumstances, just as the 1949 difficulties are explained 
by some economists as being, at least in part, a reflec- 
tion of an unfavourable one. Other factors, however, 
appear to be more important. Europe was far better 


organized economically in 1953 than it had been in 
1949. The Marshall plan had been consciously directed 
towards developing sources of supply and markets for 
Europe outside the United States. As production ex- 
panded in many parts of the world it became less nec- 
essary to rely on supplies from dollar areas. Larger sup- 
plies of products from non-dollar sources were becom- 
ing available to the non-dollar world—for example, 
there was a marked growth in Middle East oil produc 
tion. The ability of Europe to compete successfully in 
world markets was growing as productivity increased 
with plant modernization and lower costs. 


Outlook for Achievement of Equilibrium 


Despite the substantial progress towards international 
economic equilibrium since the war, it would be incau- 
tious to forecast that the trade and payments situation 
will necessarily continue to improve or that the world 
is “over the hump” in its efforts to achieve equilibrium. 
There are several factors which indicate that the task 
of achieving and maintaining equilibrium will continue 
to be one of great difficulty. 


The dollar shortage 


A major evidence of imbalance has been the dollar 
shortage, and there are few, if any, aspects of the post- 
war economy that have been studied and written about 
at greater length. Some comment about the dollar short- 
age, even though it must be brief, is necessary for the 
present discussion. Without attempting a refined defini- 
tion, it may be said that “dollar shortage” describes a 
situation in which the number of dollars provided to 
other countries, chiefly by United States importers, 
tourists and investors, is insufficient to pay commit- 
ments to the United States and to finance the goods 
and services that other countries seek to buy in the 
United States. As a result, governments in some of 
these countries have been obliged to restrict the pur- 
chase of goods for dollars, thus protecting their bal- 
ances of payments, while United States exports have 
been lower than if there had been no scarcity of dollars. 
The gap between the supply and the demand for dol- 
lars has been filled in large part by United States 
governmental grants, investments and expenditures 
abroad, but only in part, as is indicated by the con- 
tinuance of some of the restrictions just mentioned. 


That the problem of the dollar shortage has been 
diminishing is shown by continued increases in the 
estimated gold reserves and dollar holdings of coun- 
tries outside the United States, which reached a total 
of $23.5 billion by the end of 1954; five years earlier 
the comparable figure was $15.4 billion. In relation 
to the volume of world trade, however, these assets are 
much less adequate than were those held before the 
war, and undoubtedly far from sufficient to meet a sub- 
stantial shock such as might come from a war emer- 
gency or a severe depression in one or more of the 
major industrialized countries. The fact that the United 
States recession in 1953 and 1954 had smaller interna- 
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tional repercussions than had been expected has re- 
duced somewhat the fear of future depressions. This is 
fortunate, since it leads to greater confidence in making 
trade commitments. However, since the United States 
recession was relatively minor and the circumstances 
in other countries may have been unusually favourable, 
previous excessive pessimism should not be replaced 
by excessive optimism. A high level of business activity 
in the United States is an important factor in main- 
taining imports and the resulting supply of dollars 
at a high level. 


Even in the years 1953 and 1954, when gold reserves 
and dollar holdings of other countries rose substan- 
tially, United States governmental grants, investments 
and expenditures abroad exceeded the rise by substan- 
tial amounts—more than $2 billion in 1953. These gov- 
ernmental payments thus continue to be a substantial 
crutch supporting international economic equilibrium 
with respect to the dollar by helping to finance the 
excess of exports over imports and commitments to the 
United States. As long as this situation continues to 
exist, some degree of pessimism regarding the end of 
nothing novel about the export surplus of the United 
States, since its commodity exports have exceeded its 
commodity imports in every year of this century. Before 
the First World War the balance was made up by pay- 
ments for services and by interest and dividends on for- 
eign-held investments in the United States. During the 
First World War, and again in the Second, very large 
amounts in loans or aid were granted by the United 
States to its military allies. In the decade of the nine- 
teen twenties private investors in the United States made 
substantial investments abroad, many of which later 
resulted in losses and consequent discouragement of 
further foreign investment. For the rest, the United 
States accepted large amounts of gold, eventually hold- 
ing about 70 per cent of the world supply of monetary 
gold, although much of this represented funds sent to 
the United States for greater safety. While this picture 
is a greatly over-simplified one, it indicates that begin- 


ning with the First World War a considerable part of 
the demand for dollars has been supplied-in-ways-which 


do not reflect international equilibrium and cannot be 


counted on to continue. 
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There are two major approaches to achieving the 
equilibrium that would end the dollar shortage and the 
dependence for dollars on United States government 
grants and expenditures abroad. One is to increase im- 
ports into the United States. A policy directed to that 
end would involve provision for lowering the level 
of United States tariffs and for removing administrative 
impediments—for example, unduly burdensome customs 
formalities. It would also involve greater assurance of 
future stability in tariff levels to encourage the long- 
term commitments that in many cases are necessary for 
the expansion of trade. 


-A sufficient reduction of tariffs and other trade bar- 
riers imposed by the United States would certainly 
stimulate imports and might conceivably increase them 
enough to solve the problem of the dollar shortage. 
There is, however, an aspect of United States produc- 
tive efficiency which might make a sufficient increase 
difficult, if not impossible. This aspect is not, as some 
have argued, that the United States has greater produc- 
tive efficiency than other countries, since comparative 
advantage in production, in addition to absolute advan- 
tage, is a basis for successful competition in interna- 


tional trade. Rather, the dificulty srows out-of the Bigh 
degree of flexibility and_shobilit i in- 
dustfy, w rests_o h_factorsas.the size of the 
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of persons with technological skills, the Targe volume 
of PS cero rapid replacement 
of machinery and generally competitive and adaptable 
industrial management. Foreign manufacturers seeking 
to build up large markets in the United States would be 
faced not only with the uncertainties of future United 
States tariff policy but also with the uncertainties of 
future competition. If, for example, European pro- 
ducers achieved a sufficiently large market in the United 
States in some product to make mass production meth- 
ods profitable, producers in the United States might 
be able, through technical improvements and cost re- 
duction, to overcome the comparative advantage of the 
European producers, undercut the price and take over 
the business. The prospect of such a result might dis- 
courage European producers, even in the absence of 
tariffs, from making the heavy investments in adver- 
tising, sales offices, servicing facilities and the like that 
are necessary to build up a large volume of sales for 
many kinds of products in the United States. 


A second approach to ending the shortage of dollars 
would be a large-scale increase in capital exports from 
the United States; this would also make an important 
contribution to the economic development of under- 
developed countries. The situation, however, is not one 
that encourages large-scale investment abroad. In this 
connexion, the experience of other countries in earlier 
times has little relevance, in view of the vastly different 
situation that exists in the world today. The assurances 
that governments in some periods were in a position 
to give their private investors abroad with respect to 
risks of a political character are neither possible nor 
appropriate today. The understandable insistence of 
governments in countries which need and desire capital 
that the investments be in harmony with their develop- 
ment plans may adversely affect the outlook for profit. 
The uncertainty as to whether the foreign exchange 
situation will permit earnings to be transferred and 
investments repatriated when desired also affects the 
willingness to invest. To these and other difficulties in 
the way of a large expansion of private foreign invest- 
ment must be added the attractive investment oppor- 
tunities in the expanding economy of the United States. 
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In recognition of these difficulties in achieving large- 
scale private capital exports from the United States, 
as well as from other industrial countries, considerable 


attention has been directed to the use of public agencies, 


national and international, for investing government 
funds and promoting investments of private funds. The 
United States Government, through the Export-Import 


Bank of Washington, has been lending considerable 


» 


amounts to finance exports, for the most part to eco- 


nomically under-developed countries. The International 


Bank for Reconstruction and Development, financed 


through government subscriptions and flotations of 
bonds on private capital markets, had by the end of 
1954 made total loans of a little over $2 billion, of 
which nearly half had gone to countries usually clas- 
sified as economically under-developed; a very large 
proportion has been in dollars. 


A proposed International Finance Corporation, 
which for several years has been strongly urged by 
the Economic and Social Council and the General As- 
sembly, seems about to come into existence. It would be 
administered as an adjunct to the International Bank 
for Reconstruction and Development and would seek 


~ to stimulate the flow of private capital to economically 


under-developed countries. One method would be 
through the purchase of debentures of private business 
enterprises in these countries, with a view to selling the 
securities at some later time to private investors who 
might convert them into equity holdings. Another pro- 
posed agency for enlarging the flow of capital is a Spe- 
cial United Nations Fund for Economic Development, 
which has been approved in principle by the General 
Assembly and continues under study looking to its 
establishment when conditions are favourable. This does 
not exhaust the list of new institutions that might be 
used to stimulate the international flow of capital to 
under-developed countries, as well as to enlarge and 
channel their domestic savings. The international agen- 
cies mentioned above would draw investment funds 
from many countries, but in the nature of the world 
situation, a large proportion would be in dollars. 


Mention may also be made of the development banks 
that have been set up in a number of countries and in 
some instances have succeeded in drawing capital from 
a variety of public and private sources at home and 


abroad. 


If the dollars that go from the United States to 
economically under-developed areas are to make the 
greatest possible contribution to solving the dollar 
shortage, it must be possible for Europe, where the 
shortage has been most acute, to earn dollars from 
the countries to which they are paid. To do this, Euro- 
pean producers must be efficient enough to compete 
successfully. But, however efficient they may be, Euro- 


pean producers cannot earn dollars that originate in 


loans and grants if these are “tied” to expenditures 
in the United States, as is the case for example, with 
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pe he ae The tying of loans and 
grants is practised by certain other countries also, but 
is of greater significance in the case of the United States, 
since it is the dollar that is in generally short supply. 
Expenditures of loans and other investments made by 


international organizations are, of course, not limited 
to any country. 


Other aspects of the 
trade picture 


As previously indicated, the return of Germany, and 
to some extent of Japan, to competition in world mar- 
kets has thus far been fairly smooth and without serious 
shock. However, the adjustment is by no means com- 
plete, particularly in the case of Japan. In 1953 Japa- 
nese exports had a value of only 53 per cent of its 
imports. United States military expenditures and aid 
continued to provide the balancing item, but if Japan 
is to become self-supporting, it is obvious that its ex- 
ports will have to be substantially increased or its 
imports substantially decreased—presumably the for- 
mer, since the quantum of Japan’s exports in 1954, 
although over six times as great as in 1948, and 30 per 
cent greater than in 1953, apparently was only about 
half of the 1934-36 average. The quantum of imports 
was about three-fourths of the 1934-36 average in both 
1953 and 1954. The quantum per capita was less, since 
the number of persons fourteen years of age and over 
has been rising about 2 per cent a year. Many difficulties 
appeared to stand in the way of substantial and con- 
tinuing improvement of Japanese trade. For example, 
the large proportion of trade which Japan had carried 
on with mainland China before the war was greatly 
reduced, with little hope that it would be restored in 
more than moderate degree. 


There have been signs of growing competition for 
foreign markets among leading manufacturing coun- 
tries. The maintenance and continued extension of trade 
stability are by no means assured and may depend in 
large degree on the achievement of greater effectiveness 
in trade and exchange regulation by the Contracting 
Parties to the General Agreement on Tariffs and Trade 
and by the International Monetary Fund, and on the 
avoidance by exporters and exporting countries of prac- 
tices that might lead to difficulties later. In this con- 
nexion, the acceptance of the new agreements on tariffs 
and trade would seem to be particularly desirable. 


Longer-run factors 


Aside from specific problems of imbalance, there are 
certain factors in the post-war situation that may make 
the achievement and maintenance of international eco- 
nomic equilibrium more difficult than in earlier decades. 
One of these is the rapid rate of technological develop- 
ment; the outlook for major, and perhaps far-reaching, 
changes with respect to atomic power is a particularly 
spectacular example. Any dynamic element presents a 


threat to stability in relations among national econo- 
mies, and a dynamic technology applied not only in 
industrialized but also in economically less developed 
countries may result in major shifts in production and 
trade. While technological development thus is likely 
to give rise to a need for adjustments, it also contributes 
to ease in making such adjustments. As pointed out 
below, structural adjustments necessary to achieve 
equilibrium at a high level of production and trade are 
made with least difficulty in an expanding world econ- 
omy, which in turn is dependent in no smal] degree on 
a high rate of technological development. 


Another change from the pre-war period which may 
increase the difficulty of achieving and maintaining in- 
ternational equilibrium is the acceptance by national 
governments of wide responsibility for the stability 
and growth of their national economies. The recogni- 
tion of a high level of employment as a major objective 
of governmental policy tends to diminish the use of 
traditional devices of internal deflationary monetary 
and fiscal measures to restore international equilibrium, 
since under present-day conditions they may be found 
to reduce employment more than prices. There is an- 
other side to this, however. High levels of trade and 
high levels of income and employment bolster each 
other, and success by governments in their full-em- 
ployment policies should mean fewer depressions for 
international equilibrium to weather. Moreover, na- 
tional governments appear to be recognizing to an 
increasing degree the importance of international eco- 
nomic developments to their national economies and 
to be more willing to accept co-ordination of national 
actions by international organizations. Potentialities 
along this line would seem to be great. 


Governmental! responsibility for the national econ- 
omy may adversely affect the achievement of interna- 
tional economic equilibrium by increasing economic 
nationalism, in the sense that any acceptable system of 
international payments must allow a larger degree of 
national independence in monetary and fiscal policies 
than was previously the case. This is an important ob- 
stacle to the return of the semi-automatic deflationary 
and inflationary pressures towards equilibrium, and the 
tendency to keep price levels of different countries from 
diverging, that were exerted by the international gold 
standard. There are, of course, other major obstacles 
to the return of the international gold standard, at least 
in its previous form. One is the scarcity of gold in rela- 
tion to the volume of trade. Another is the improbability 
that countries would be willing to accept a continuing 
stream of gold to balance an export surplus over a long 
period of years, as noted with regard to the United 
States. 


It may also be pointed out that the future stability 
of international economic relationships is dependent 
in large degree on the future of political relationships. 
Economic balance and stability in the broadest sense 


go hand in hand with political stability; each supports 
the other. International political tensions do not make 
a good seed-bed for the growth of stable economic rela- 
tionships. 


Impossibility of restoring pre-war 
pattern of trade and payments 

The pattern of production, trade and payments to 
be reflected in the economic equilibrium towards which 
the world has been moving may be expected to differ 
in many important respects from the pre-war pattern. 
There continue to be important similarities. Tropical 
countries continue to have a decisive advantage in pro- 
ducing a variety of important agricultural products. 
The known distribution of minerals has not shifted in 
major degree. The countries that were industrially most 
advanced in the pre-war period continue in the lead. 


While, for these reasons, the broad outlines of post- 
war trade movements resemble those of the pre-war 
period, closer examination reveals important changes. 
The centrally planned economies have been trading 
more with one another and much less with other coun- 
tries than was the case before the war. Even if all 
factors restricting trade between the centrally planned 
economies and other countries were removed, including 
policies promoting industrialization and self-sufficiency, 
the pre-war pattern of trade would not be restored since, 
among other reasons, far-reaching structural adjust- 
ments already have been made. 


An inevitable change in the pattern of trade also re- 
sults from the growth of industry in under-developed 
countries, which may affect the pattern in several ways. 
Since the industries that are introduced first are likely 
to be those supplying basic consumer needs—for ex- 
ample, textiles—industrialization may be expected to 
reduce the demand for imports of some kinds of con- 
sumer goods, On the other hand, the process of indus- 
trialization greatly increases the demand for machin- 
ery, equipment and capital goods generally. Changes 
in the goods flowing from under-developed countries 
are taking place as the processing of raw materials 
before shipment is increased, and accordingly more 


materials are sent abroad in refined, or otherwise pro- 
cessed, form. 


The discovery and development of petroleum in 
Canada, Latin America, the Middle East and elsewhere 
have greatly altered the pattern of trade in this im- 
portant source of power. Uranium and thorium have 
become highly valuable and important minerals. For 
the future, it is not now possible to forecast with 
reasonable precision the magnitudes of the shifts that 
the development of atomic energy (and possibly solar 
energy) may make in the relative productive advan- 
tages of different countries, but such shifts almost cer- 
tainly will be important in determining future trade 
patterns. Developments in technology stimulated by 
the war have produced large and growing synthetic 
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industries which have affected the markets for natural 
_ rubber, silk, cotton and certain other materials. Tech- 

nological developments, moreover, have altered, and 
_ continue to alter, the balance of productive advantage 
with respect to many manufactured products. 


Notable shifts have taken place in the financing of 
trade. The London financial market completely domi- 
nated the international picture before the First World 
War, but the heavy financial burden of the war resulted 

_ in the liquidation of many British foreign holdings. Be- 
tween the two wars, though New York and, to a lesser 
degree, Paris, emerged as independent financial mar- 
kets, London continued to be the chief market, but 

_- declined in importance after the financial crisis of 1931. 
The Second World War resulted in still further liquida- 
tion of British foreign investments. Following the war, 
the importance of London as a financial market was 
much reduced, with New York becoming the dominant 
market and the dollar the dominant currency. From 
being a debtor country before the First World War, 
the United States after the Second World War was 
definitely a creditor country. Moreover, thanks to ac- 
celerated productive development and an extensive do- 
mestic market, it had emerged from the war with very 
efficient operation in many industries just at the time 
when European productive power was largely out of 
action. In a sense, the United States thus found itself 
cast in a role similar to that which the United Kingdom 
had played in the previous century, though in a world 
that was vastly different. 


IMPORTANCE OF BALANCED ECONOMIC GROWTH TO 
FREER TRADE 


Preceding sections have examined some of the major 
reasons why the world does not now enjoy free multi- 
lateral trade. Among these factors, the lack of interna- 
tional economic equilibrium has been foremost during 
a period of more than two decades. While the achieve- 
ment and maintenance of equilibrium would not bring 
free trade, since the other factors are strong and per- 
sistent, it would make a great contribution towards 
freer trade. But it should be clear that achieving and 
maintaining equilibrium is a difficult problem. Sub- 
stantial imbalances remain, and the payments system 
has too little convertibility to support full multilateral 
trade. Generally, as trade becomes freer many apparent 
structural imbalances disappear. Others do not, and the 
need for adjustment is made clearer. In still other cases, 
the opening of opportunities for competition may create 
new imbalances. As in the past, equilibrium once 
achieved will be subject to many upsetting forces, such 
as domestic economic instability and the tendency to 
inflationary price-wage spirals. In addition, dynamic 
technology may substantially alter the comparative ad- 
vantages of producers in different countries. The con- 
tinuing economic development of under-developed 
countries may prove especially significant in this con- 


nexion. 
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Freedom in trade is encouraged by the expansion of 
markets and discouraged by their contraction. Accord- 
ingly, the economic situation under which needed ad- 
justments can most readily be made while maintaining 
and expanding freedom of trade is an expanding inter- 
national economy. In an economy with higher levels 
of productivity and higher incomes there is greater 
demand for both consumer and capital goods. In this 
situation industria] adjustments can be made with a 
minimum of loss in fixed capital and specialized skills, 
and of failure of expectations. Growth can occur in 
the places and directions which are most appropriate, 
without causing wastage of capital or skills aside from 
normal depreciation. 


What is needed for freer trade is an expanding world 
economy—expanding in all countries, with the highest 
rate of growth in the less developed countries where 
levels of production and consumption are lowest. If an 
expanding world economy is to make its maximum con- 
tribution to the freeing of trade and to relatively pain- 
less readjustments of industries, there should be bal- 
anced growth, that is, a pattern of growth that reduces 
economic imbalances and promotes economic equilib- 
rium. It is a growth in which each expanding industry 
supports the others and none is neglected or exag- 
gerated, 


A question immediately arises regarding the view- 
point from which balance is to be judged. Is it to be 
that of the country in which growth is taking place? 
If so, an example of unbalanced growth would be the 
development of a particular industry that is not ac- 
companied by increases in social capital and supporting 
industries, including agriculture. Balanced growth in 
this sense is what an integrated development pro- 
gramme for a country would seek to achieve. However, 
this kind of balanced growth may involve extensive 
duplication of productive facilities in other countries, 
with resultant trade barriers to protect new industries, 
thereby possibly injuring established industries and 
necessitating painful structural adjustments, with con- 
sequent waste of capital. From the viewpoint of indus- 
trially advanced countries, balanced growth in eco- 
nomically under-developed countries may be visualized 
as growth in which duplication of existing productive 
facilities is avoided and industries are developed that 
complement and do not compete with existing facilities. 


Both of these points of view have some claim to recog- 
nition. On the one hand, capital is too scarce to be 
wasted. Moreover, industrialized countries which are 
called upon to promote economic development of under- 
developed countries through grants of technical and 
economic aid may be expected to be somewhat con- 
cerned with the effect which the aid might have on 
their own economies. The recipients of such aid are, 
of course, aware of this concern and must take it into 
account in their own development planning. On the 
other hand, countries cannot but press to build up their 


Introduction 


industrial strength along lines most economically sound 
for them, and this is scarcely possible without adverse 
effects on industries elsewhere. The extent to which, in 
the case of any industry, balanced growth within a 
country comes into conflict with balanced international 
growth depends, in part, on how rapidly the new com- 
peting production is developed and on the energy and 
success with which established businesses make re- 
adjustments or turn to other lines of production when 
they find their markets diminishing. It depends also on 
the rate of economic growth in general, not only in one 
country but in many countries. If the rise in incomes 
is sufficiently rapid and widespread, the demand for the 
product in question may increase sufficiently to absorb 
both the new and the old output. This would permit 
both concepts of balanced growth to be achieved in 
large degree at the same time. 


Rapid growth, however, presents problems of its 
own; it is not only difficult to achieve but it may involve 
serious internal social strains. Adverse effects on estab- 
lished producers are by no means limited to the conse- 
quences of industrializing economically under-devel- 
oped countries. Industrialized countries, through rapid 
development of synthetic materials, have captured from 
primary producing countries the markets for certain 
of their products. The effects on the economies of some 
of these producing countries have been far more pro- 
found and the problems of adjustment more difficult 
than those which have resulted from the entrance of 
under-developed countries into industrial production. 


This discussion of balanced growth cannot be pur- 
sued further in the present report, but it is a subject 
that deserves extensive examination. 


“RESPONSIBILITY” AS A TEST FOR NATIONAL AND 
INTERNATIONAL POLICIES 


The discussion thus far makes it clear that it is diff- 
cult to ensure extensive international trade, let alone a 
true world economy, in a world composed of sovereign 
nations. Economic relations, notably trade, bring great 
benefits which are vital to many countries for their exist- 
ence. But, from time to time, trade and trading policies 
subject couatries to adverse impacts, against which 
each government seeks to protect itself, perhaps with 
adverse impact on others. The economic interests of 
different countries often appear to be competing or 
conflicting. 


Any tendency to react to these problems by con- 
cluding that there is no point in working towards the 
re-establishment of a multilateral trade and payments 
system, and that governments might instead better turn 
their efforts towards making themselves self-sufficient 
and towards arranging closely knit preferential trading 
areas, is defeatist and is completely opposed to the in- 
tention of the Council resolutions mentioned above. It 
would be ironical indeed if countries that are coming 
increasingly close together in physical terms should 


look forward to being economically more and more 
separated. . 


There are, moreover, some very encouraging aspects. 
The interests of different countries, viewed broadly, are 
more harmonious than their apparent differences in cer- 
tain particular matters, and their long-run interests are 
more harmonious than their short-run interests. Tech- 
niques for dealing with international imbalance have 


_ been greatly improved and are much more widely 


understood than ever before. The acceptance by gov- 
ernments of responsibility for the economic welfare 
of their peoples has conditioned them to prompter and 
bolder steps to meet international economic problems 
when they arise. Of signal importance is the fact that 
co-operation and collective action by governments, par- 
ticularly through international organization, is avail- 
able. The needed institutions are largely at hand, and 
experience has been gained that should prove valuable 
in showing how to strengthen them and use them more 
effectively. Nevertheless, some element essential to mak- 
ing a firm and intelligent attack on the problem of 
international economic relations seems to be lacking 
—perhaps the awareness that the international economy 
may face severe storms which only international action 
can prevent or mitigate. 


An international economy among sovereign States 
cannot operate through controls over their actions. But 
an international economy can scarcely exist if coun- 
tries do not co-ordinate their actions. The alternative 
to control is responsible behaviour. Theoretically, a 
country might withdraw completely from relations with 
the rest of the world in order to avoid international re- 
sponsibilities, though this is virtually inconceivable. 
But if countries participate in the world economy, they 
have a responsibility for making that economy work 
effectively; they are not at liberty to choose the bene- 
fits without helping to carry the load. The more domi- 
nant the position of a country as an influence on inter- 
national markets, the greater its responsibility. One of 
the phases of responsibility concerns the avoidance of 
policies which are harmful to the interests of other 
countries. A country cannot be expected to ignore ‘its 
own interests, but these include promotion of a thriving 
world economy—in which every country benefits. A re- 
sponsible government considers how its immediate, and 
possibly superficial, interests compare with its long-run 


underlying interests and is prepared to sacrifice the im- 
mediate. 


It is recognized that while no country is exempt from 
such responsibilities, not all countries are in similar 
position to undertake them. In general, countries with 
highest income levels and greatest mobility of resources 
are in the best position to accept such responsibilities, 
since they are in the best position to adjust themselves 
to changing conditions. It is often difficult for even such 
countries individually to make adjustments appropriate 
to a difficult situation. The benefits of isolated action by 


. Ta 


i eee 


ey 


a 
. 
j 
= 
. 
j 
“ 
- 
~ oa - 
* 
; 
s 
on, 


ASEALS HG BOS A DEE eee 


—s Chapter 1 


ECONOMICALLY DEVELOPED PRIVATE ENTERPRISE ECONOMIES 


- General Trends, 1950 to 1954. 


_ Major trends in the economically developed private 


enterprise economies’ during the period 1950 to 1954 


"are indicated in tables 1 and 2. Although the indices 


set forth therein reflect the experience of these coun- 
tries as a group—as a segment of the world economy— 
the pattern of economic changes which emerges is to 


some extent also typical of the experience of the in- 
dividual countries. The principal exception to this is 
1954, when developments in North America differed 
markedly from those in western Europe. 


Real national product? in 1954 was about 16 per cent 
higher than in 1950 for the group as a whole (table 1). 


Table 1. Real Gross National Product and Components in North American and 
Western European Countries as a Group, 1950 to 1954 
(In 1952 prices, as a percentage of total 1952 gross national product) 


Item 


Gross national product..................... 
PereOns! CONSWIBDUON cco c cen noe n t5 = 
Government expenditure................... 
Private myestment. “os 22 os). melons bys ase eo 
Investment in fixed capital............... 
Increase in inventories. ................- 
Balance of exports and imports of goods and 
GUBVICOR TS tk ese Paine. chia steeen's Selah cae 
Exports of goods and services............. 
Imports of goods and services............. 


1950 1951 1952 1953 1954 
91.0 97.1 100.0 104.4 105.4 
61.4 62.1 64.0 66.8 68.6 
13.4 16.7 20.0 21.6 20.5 
16.3 17.6 15.5 16.2 16.2 
14.3 14.5 14.5 15.6 16.1 

2.0 3.1 1.0 6 3 

—.1 a oO ae | 

11.6 13.4 13.4 14.1 15.5 
—11.7 =—i2./ —12.9 —14.3 —15.4 


Source: See tables 3 and 9. 

Note: In order to provide data for all countries 
of the group on a comparable basis, all components 
of the gross national product in each country for 
the five years, 1950 to 1954, are expressed in per- 
centages of the 1952 gross national product. Thus, 
for 1952 the components of gross national product 
total 100, while for each of the other years the 
sum of the components equals the index for the 
gross national product for the year, with 1952 as 
the base period. 

In order to obtain an over-all figure, covering 


The largest increases in product occurred in 1951 and 
1953, when national product rose 7 per cent and 4 per 
cent, respectively. These developments may be largely 
accounted for by the movements of three demand com- 


ponents. 
(a) Government expenditure. During the period asa 


whole, government expenditure was the most-dynamic 
tof demand. fhis mainty reftectedt 


element of demand. Iii he: large- 


1 The countries covered in this chapter are Australia, Belgium, 
Canada, Denmark, France, western Germany, Italy, Japan, Neth- 
erlands, New Zealand, Norway, Sweden, United Kingdom and 
United States. For statistical reasons, Australia, Japan and New 
Zealand are not included in tables 1 and 2 and are not taken into 
account in the following introductory analysis of general trends. 
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North American countries and western European 
countries, for the real gross national product and 
its components as shown in this table, figures for 
individual countries were weighted first by civilian 
employment and then by industrial production. 
(The weights for industrial production are roughly 
comparable to those used by the Statistical Office 
of the United Nations in computing the world 
index of industrial production, base year 1948, 
when adjusted to the base year 1952.) Since the 
two sets of results were very close for most years, 
arithmetical averages of the weights were employed. 


scale rearmament programme initiated at the beginning 
of the period. There was a rapid expansion in expendi- 
ture in the earlier years, a lesser increase in 1953 and a 
significant decrease in 1954. 


(b) Inventory accumulation. Changes in the rate of 
inventory investment had less influence on national 
product during the period as a whole than on variations 
within the period. The rate of inventory accumulation 
rose to very high levels in the latter part of 1950 and 
most of 1951. This increase in rate was closely related 


? Except where explicitly indicated, references to changes in 


national product and its components in this chapter are in real 
terms, that is, in constant 1952 prices. 
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to the initiation of the rearmament programme and the 
raw material boom which anticipated and accompanied 
it. The rate of increase in inventories fell to modest 
levels in 1952 and 1953 and dropped to virtually zero 
in 1954. 


(c) Personal consumption. Acceleration of economic 
activity was accompanied by a rise in consumer de- 
mand. Personal consumption was restrained, however, 
especially in 1951, by an increase in the burden of 


taxation; thereafter the burden of taxation was either. 


not increased or was lightened. After 1951 consump- 
tion rose more rapidly, and by 1954 the total incre- 
ment in national product as compared with 1950 was 
almost equally shared between personal consumption 
and government expenditure. 


As a result of the rearmament programme initiated 
in 1950, government expenditure rose very rapidly in 
1951 and 1952, almost three-quarters of the increment 
in national product during these two years being ab- 
sorbed by such expenditure. Government expenditure 
continued to rise in 1953, though more slowly, but in 
1954, owing to a substantial reduction in military out- 
lays in the North American countries, over-all expendi- 
ture by government fell back to its 1952 level. 


Private investment in fixed capital remained at a 
relatively high and stable level throughout the period. 
In volume there was a moderate increase from year to 
year, though relative to national product there was 
some decline. Expenditures on plant and equipment 
supporting military programmes expanded in 1951, 
but investment in industries producing civilian goods 
was restrained by corporate taxation, tightening of 
credit and allocation of strategic materials. Restrictions 
were relaxed after 1951, but over-all investment in 
fixed capital continued to rise only moderately. The in- 
creases which occurred in the years 1952 to 1954 were 
largely due to residential building, which received ac- 
tive official encouragement in most countries. 


Investment in inventories, for the reasons noted 
above, rose to high levels in the latter part of 1950 
and in 1951. Speculative motives for inventory accumu- 
lation disappeared in the second half of 1951, and the 
real increase in inventories dropped from over 3 per 
cent of national product in 1951 to one per cent 
or less in subsequent years. However, the rate of in- 
ventory accumulation has been much less stable than 
the over-all annual figures would suggest. In general, 
the rate fell to a low level in late 1951 and early 1952 
—in reaction to the rapid accumulation of 1950-51— 
then recovered partially in the latter part of 1952 and 
early part of 1953. In 1954 there was a substantial 
decumulation of inventories in North America in the 
first three quarters of the year while in western Europe 
inventories generally increased. 


Although variations in the real balance of exports and 
imports of goods and services were not large in any 


year for the group as a whole, the volume of foreign 
trade changed significantly. As might be expected in a 


period of considerable expansion, the volume of foreign 


trade rose more rapidly than national product. Exports ~ 


and-imports of goods and services were about [Sper 
cent Of the national product in 1954, compared with 
13 per cent in 1950, when trade was already at a rela- 


tively high level. Since something over 50 per cent 
of the total foreign trade of members of this group 


during this period was intra-group trade, over-all move- 


ments in real exports as well as imports were closely 
related to economic developments within the group 
as a whole. The volume of trade rose rapidly during 
the latter part of 1950 and early part of 1951, levelled 
off in 1952 and subsequently rose steadily. The rapidity 
of the rise in trade in 1950 and 1951 and the levelling 
off in 1952 may be related in particular to the inventory 
cycle described above. The modest changes in the real 
balance of exports and imports of goods and services 
for the group as a whole were, of course, the result of 
fluctuations in trade outside of the group, in this case in 
trade with raw material producing countries. The in- 
crease in the real balance in 1951 and the subsequent 
decrease in 1952 and 1953 reflected the cycle in raw 
material prices. This cycle first improved the terms of 
trade of primary producing countries and enabled them 
to increase real imports from, beyond their real exports 
to, industrial countries; subsequently it precipitated a 
decline in their terms of trade and necessitated the 
reverse adjustment. The effect of this factor on the 
“economically developed” group as a whole was modi- 
fied by the fact that the group itself includes some 
countries which are important producers of raw mate- 
rials. In 1954 the volume of trade increased again for 
the group as a whole—exports somewhat more than im- 
ports. The share of North America in the total trade, 
however, fell substantially, owing to absolute reduc- 
tion in its trade. 


Personal consumption over the period 1950 to 1954 
rose shout 1? percent, compared with an increase in 
national product of 16 per cent. In per capita terms the 
increase in consumption was about 7 per cent. Con- 
sumption rose very little in 1951, increased more or less 
in line with national product in 1952 and 1953,° and 
rose significantly more than national product in 1954. 
A substantial rise in the burden of taxes (net of trans- 
fers) was the main factor restraining consumption in 
1951. In subsequent years the tax burden remained vir- 
tually unchanged. There was, however, a significant 
alleviation of the burden in North America in 1954, 
which, together with a continued increase in real wage 


rates, helped to sustain: consumption in spite of a drop 
in national product. 


The rise in national product from 1950 to 1953 of 
about 15 per cent was accompanied by an increase in 


“Fob & more detailed analysis see “Consumptio d National 
Product, 1950 to 1953”, World Econ ‘oR potion an ationa. 
number 1954.1L.C.1), page 33. -1-n) wate unease 
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q Table 2. Real Gross National Product and Industrial Production, Employment and 


-- Unemployment, Retail Prices and Wage Rates in North American and 
ce Western European Countries, 1950 to 1954 


(1952 = 100) 
Item 1951 1952 ‘1953 1954 
Real gross national product................ 97 100 
Industrial production.................0.4. 98 100 107 106 
{ Civilian-employment. 2... .0<-sces ccc. -s 99.3 100.0 100. 
: Rageaclaged as percentage of civilian labour i ae 
A force available for hire.................. 4.8 4.9 4.6 5.8 
Mata vetoes tees ce er ee 96.0  ~ 100.0 100.5 101.5 
Resliwage rates* ick Wi ccsinie st Saas 97.0 100.0 104.0 107.0 
2 Source: Data in tables 1, 5, 7, 10 and 11. dividual figures by the number of employed workers. 


* The over-all indices for retail prices and real 
wage rates were obtained by weighting the in- 


civilian employment of 3 to 4 per cent (see table 2). 
The increase in the armed forces over this period 
amounted to 1 to 2 per cent of the labour force. There 
was thus a very substantial increase in productivity. 
Part of the over-all improvement in productivity in the 
period 1950 to 1953 may be attributed to a shift in the 
structure of national product towards industries in 


which the value added per man is on the average higher. 
Thé-over-all increase in industrial production in the 
period was 18 per cent compared with an expansion 
in the remainder of the economy of about 13 per cent. 
Part of the over-all improvement in productivity may 
also be attributed to a slight increase in the share of 
the total product of the group contributed by North 
Tage va T 1s-hi 


America, where r, 


; Be value added per man 
the increase in national product being about 2 per cent 
Beeps fhe i wena Tope How- 
ever, the greater part of the over-all increase in produc- 
tivity may be attributed to improvements in plant and 


equipment and to more complete use of available 
capacity. 


In contrast to these earlier years, in 1954 the over- 
all increase in productivity was small, the rise of one 
per cent in national product being accompanied by 
some, though negligible, increase in employment. This 
represents the result of an increase in employment of 
about 114 per cent and a substantial improvement in 
productivity in western Europe, combined with a 114 
per cent decrease in employment together with some 
reduction in average hours worked per week and vir- 
tually unchanged over-all productivity in North Amer- 
ica. The absence of any significant improvement in 
productivity for the group as a whole may be explained 
largely by a reversal of the tendency noted in previous 
years of a relative shift towards industries and areas 
with high average value added per man. In 1954 in- 
dustrial production of the group fell one per cent 
owing to the recession in North America; non-industrial 
output of goods and services, on the other hand, ex- 
perienced a modest rise of 1 to 2 per cent. At the same 
time the share of North America in the total product 


This weighting factor was chosen in the absence 
of comparable real payrolls. 


dropped significantly, North American national product 
falling by 3 per cent, while the product of western 
Europe rose by 5 to 6 per cent. 


Unemployment fell in 1951 by about 114 per cent 
of the civilian labour force available for hire and re- 
mained approximately stable in 1952 and 1953. The 
fall in unemployment in 1951 resulted from the com- 
bination of a substantial increase in civilian employ- 
ment and a sharp increase in the armed forces. In 1952 
and 1953 the rise in employment was more or less 
matched by a rise in the labour force. In 1954 the slight 
rise in over-all employment failed to match the increase 
in the civilian labour force, and unemployment rose by 
one per cent of the civilian labour force available for 
hire. This was the result of divergent unemployment 
trends in North America and western EKurope—a rise 
of over 3 per cent in North America, contrasted with a 
modest decrease in western Europe. 


The increase in productivity over the period was 
associated with rTise in real wage rates. From 1950 to 
1953-the index of real wage rates for the group rose by 
9 per cent,* or, on the average, by 3 per cent a year. 
The rise in 1954 was again almost 3 per cent. The in° 
crease occurred in North America as well as in western 
Europe. As already noted, this helped to sustain con- 
sumption in North America in spite of the fall in em- 
ployment and national product. 


Retail prices rose rapidly from 1950 to 1952, stimu- 
lated by the raw material boom of 1950/51, but in 
1953 the rise was only about one-half of one per cent 
in both North America and western Europe. In 1954 
the change was greater, approximately one per cent, 
the greater rise occurring in western Europe but some 
rise also appearing in North America. Costs of food 
and raw materials to importers and manufacturers fell 
considerably in 1953. In North America and some coun- 
tries of western Europe this reduction in costs was 


“ The rise in real wages, however, was somewhat less since the 
coverage was not complete in all countries and the excluded in- 
dustries tended to be those with smaller increases. 
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more or less offset by a rise in unit labour costs—the 
rise in money wage rates exceeding that in productivity. 
In 1954 there was again a rise in unit labour costs in 
North America and some western European countries 
but without such substantial offsetting reductions in 
other costs. 

Since economic developments in 1954, in contrast 
‘to earlier years, varied so widely as between North 
America and western Europe, the following two sec- 
tions consider separately and in some detail economic 
changes in these two areas. The one element which dis- 
tinguished the two areas throughout the period 1950 
to 1954 was the relative size (1950 to 1953) and direc- 
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tion (1954) of changes in government expenditure. 
From 1950 to 1953 the increment to government ex- 
penditure relative to national product in North America 
was double that in western Europe; and in 1954 
there was a substantial reduction in government ex- 
penditure in North America while government expen- 
diture in western Europe was more than sustained. 
A third section analyses developments in three coun- — 
tries—Australia, New Zealand and Japan—which be- 
cause of economic and statistical problems peculiar 
to these countries have not been included with either 
North America or western Europe, nor in the above 
discussion of general trends. 


Major Economic Changes in North America’ in 1954 


NATIONAL PRODUCT AND EXPENDITURE COMPONENTS 


Although certain tendencies were somewhat more 
accentuated, the dominant economic trends in North 
America in the period 1950 to 1953 were generally of 
the same character as in the economically developed 
private enterprise group as a whole. National product 


® Canada and the United States. 


rose over 15 per cent (table 3). The largest increase 
was in 1951, but substantial increases were also regis- 
tered in 1952 and 1953. The dynamic element in the 
expansion of output was government expenditure, 
which rose during this period by an amount equal to 
over 80 per cent of the increment to national product. 
In 1951, consumption was held down, in spite of a rapid 
rise in national income, by a sharp increase in the 


Table 3. Real Gross National Product and Components in North American Countries, 1950 to 1954°* 
(In 1952 prices, as a percentage of total 1952 gross national product) 


Gross 


Exports and imports of 


Private investment goods and services 


Country and year nakonat emma, Goren 
DEO EUe, aes ——— Balance Exports Imports 
Canada: 
Ct ap tee Ce 88.2 588 11.2 16.1 2.3 =3 19.9 20.1 
OS te iaiadeass 93: T ese 14.1 17.0 4.1 — 218 22.5 
MEGS RE LA Re 1000 OLS 178 18.2 1.7 8 23.9 23.1 
LOR a ee 103.8 ~ 665.0 17.6 20.3 23 0S 23.9 25.3 
HET OC a ORES 10%, Laen6e 6 17.1 19.1 8 —¢ 23.1 24.0 
United States»: 
Pcie ry, ee 90.2 60.8 12.6 13.9 26 3 
facia eos se 965. 61.2 17.5 13.7 3.0 Ll a S 
CEO SP eae 100.0 63.2 21.7 13.6 1.0 5 5.2 4.7 
"CALS ag a em 104.1. — 65.5 24.3 14.2 3 Xe 4.9 5.1 
focaweriage hens 100.8 65.9 21.9 140°) 119 9 cat 4.9 
Combined index, above 
couniries®: 
Oh Oe 90.1 60.7 12.5 14.0 2.6 3 
RO 96,3.0 610 17.3 13.9 3.1 1.0 re = 
A? ott ahaa 100.0. - 6a 21.4 13.9 1.0 6 6.5 5.9 
fo eS 10415 “Ese 23.8 14.7 4 ah 6.2 6.5 
(Utica 100.8 65.9 21.6 a4 Mcoeke ts x 63 6.2 


Source: Canada: Dominion Bureau of Statistics, National 
Grate Siete Expenditure, Preliminary 1954 (Ottawa); 

nited States: Department of Commerce, Surve C t 
Business (Washington, D.C.). ese ceed: 

* Gross national product deflated by appropriate price indices 
of components. 


> For the sake of comparability, adjustments were made in 
two of the components of the gross national product of the 


United States. The component ‘net foreign investment” was 
replaced by the balance of exports and imports of goods and 
services, comparable with the concept used in the national 
accounts of other countries included in this chapter, The bal- 
ance was obtained by adding economic aid to net oreign invest- 
ment, the corresponding item being omitted from government 
expenditure on goods and services. 


° See note, table 1. 


a aes a 


burden of taxation and by other restraints; but in 1952 


_and 1953 consumption rose about in proportion to 


national product. Over the period as a whole, consump- 


_ tion rose by about 8 per cent (or 2 to 3 per cent per 


capita), an amount equal to over 33 per cent of the 
increment to national product. The increment to gov- 
ernment expenditure and consumption together thus 


_ exceeded the increment to product—a phenomenon made 


possible by a sharp decline in the amount of product 
going to augment inventories. Inventories were being 
built up at a very rapid rate at the end of 1950 in 
anticipation of the requirements of the rearmament 
programme and of generally accelerated economic ac- 
tivity; by 1953, however, inventory accumulation had 
fallen off to more modest levels and in the latter part 


_ of the year in the United States a tendency to decumu- 


late inventories appeared. 


Because of the preponderant weight of the United 
States in the North American economy, the above ac- 
count approximates very nearly United States experi- 
ence over the period 1950 to 1953. There were, however, 


some significant differences in the development of 
Canada‘and the United States in these years. In Canada 


~ expansion of government expenditure was of Tess im- 


portance and expansion of consumer expenditure of 
moré importance. By 1953 government expenditure 
and-consumption accounted for about equal portions— 
approximately 40 per cent—of the increment in Cana- 
dian national product from 1950 to 1953. Over-all 
inventory experience was generally similar in the two 
countries except that large wheat crops made agricul- 
ture’s share in inventory investment larger in Canada 
in 1953. rise in investment in fixed capital, how- 
ever, was an important feature in Canadian expansion 


6 Tn the national accounts of the United States, the large inven- 
tories of farm products held under farm price support pro- 
grammes are included in government expenditure. 
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—an increase of over 25 per cent from 1950 to 1953— 
as contrasted with a negligible over-all change in the 
United States. This rise in investment in Canada re- 
flected a rapid development of certain basic natural 
resources. 


In 1954 the direction of economic changes which had 
set the pattern for the period 1950 to 1953 was reversed 
in these two countries. For North America as a whole, 
national product fell in 1954 by 3 per cent. The demand 
components chiefly contributing to this result were gov- 
ernment expenditure and inventory investment. Gov- 
ernment expenditure fell in 1954 by an amount equal 
to over 65 per cent of the decline in national product; 
inventory investment turned sharply negative, continu- 
ing the trend that appeared late in 1953, and fell by an 
amount equal to about 50 per cent of the decline in 
national product. Partial offsets were provided by con- 
sumption, which increased slightly in spite of the fall 
in national product, and by imports, which declined 
more or less at the same rate as national product. 


In the United States the reversal in economic tenden- 
cies was already apparent in the latter part of 1953. 
Table 4 presents quarterly data at seasonally adjusted 
annual rates of expenditure in current prices for 1953 
and 1954. The annual rate of government expenditure 
reached a peak of $87 billion in the second quarter 
of 1953, fell off somewhat in the second half, dropped 
substantially in the first three quarters of 1954 and 
declined but at a slower rate in the fourth quarter, 
reaching a level of $74 billion. The main element in 
this decline was federal national security expenditure, 
which fell steadily over the same period from over $54 
billion in the second quarter to less than $51 billion 
in the fourth quarter of 1953, and to less than $41 
billion in the fourth quarter of 1954, The decline in 
national security and in other federal expenditure over 


Table 4. United States: Gross National Product and:Components, 1953 and 1954 


(Billions of current dollars; seasonally adjusted at annual rates) 


Le 


Gross Investment Change Balance of exports 
Period national Personal Government in fixed : in | and imports of 
product consumption expenditure® capital inventories goods and services * 
es 9.1 2.8 1.8 
First-quarter......-.., 361.8 228.6 83.0 49, é a 
Second quarter...... 369.9 230.8 86.6 50.5 5.4 —3.3 
Third quarter........ 367.2 231.2 85.4 50.4 2.0 Sale 
Fourth quarter....... 360.5 229.7 86.0 49.7 —4,2 —0.6 
Me 1.9 48.7 4.2 ah 
First quarter......... 350.8 230.5 81. / —4, —l. 
Second quarter:..... 356.0 233.1 78.3 49.4 —3.8 =) 
Third quarter... <: 399.9 234.8 75.6 90.1 —4,8 —0.2 
Fourth quarter....... 362.0 aba 74.1 50.8 —1.3 0.8 


hielo fA nics ae pe 


Source: United States Department of Commerce, 
Summey of Current Business. 


a Government expenditure includes’ net uni- 
lateral transfers. Balance of exports and imports 


represents net foreign investment, which is equal 
to the export surplus of goods and services minus 


net unilateral transfers. 
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this period was partially offset by an upward trend in 
state and local government expenditure. For the year 
1954 as a whole, however, the fall in government ex- 
penditure in current prices (though not, as noted above, 
in constant prices) was about equal in amount to the 
fall in national product. 


The break in inventory investment was the most strik- 
ing element in the reversal of economic tendencies in the 
United States in the latter part of 1953 and the sharp 
fall in this item was a major contributing cause of the 
decrease in national product in 1954. Investment in in- 
ventories fell from an annual rate of $5 billion in the 
second quarter of 1953 to $2 billion in the third quar- 
ter; in the fourth quarter there was liquidation amount- 
ing to $4 billion. The rate of decumulation remained at 
about this level during the first three quarters of 1954. 
The estimated decumulation in the fourth quarter was 
less, about $1 billion. Net decumulation of inventories 
was about $3.5 billion in 1954 as against a net accumu- 


lation of $1.5 billion in 1953. 


The strong tendency to liquidate inventories in these 
months may be related to (a) substantial additions to 
aggregate inventories over the period mid-1950 to mid- 
1953—an accumulation which raised the ratio of inven- 
tories to output; and (b) the levelling off and subse- 
quent decline in national product after mid-1953 result- 
ing—apart from inventory behaviour itself—from the 
decline in government expenditure. The rapid rate of 
inventory accumulation in the latter part of 1950 and 
during most of 1951 tended to raise aggregate inven- 
tories relative to current output. Accumulation in the 
following two years—to late 1953—was of more modest 
proportions but was roughly consonant with the in- 
crease in real output; that is, aggregate inventories 
relative to national product were maintained at the 
comparatively high level reached by the end of 1951. 
Under such circumstances a change in national eco- 
nomic prospects from one of continued expansion to 
even a “levelling off” might be expected to be accom- 
panied by a tendency to decumulate inventories. The 
rate of decumulation from the fourth quarter of 1953 
on was rapid enough to reduce aggregate inventories 
in relation to the national output even though the latter 
also fell. 


Fixed capital investment, as in earlier years, changed 
little in the United States in 1954. Some decline might 
have been expected since output was falling well below 
capacity in many industries. Real investment in pro- 
ducers’ durable equipment actually did fall by about 
10 per cent, but this was largely offset by an increase in 


* Preliminary estimates of gross national product by expendi- 
ture components show a $4 billion greater fall in 1954 than do 
estimates of national product by income components. If the ex- 
penditure estimates stand, then net national income should show 
a fall of $9 billion or more (since the sum of indirect taxes net of 
subsidies plus depreciation allowance have clearly risen) instead 
of the $4 billion estimated at present. The distribution of this 
further decrement among income components might affect the 
analysis of consumption as related to disposable income signifi- 


new construction, chiefly residential building, which 
was stimulated both by easier mortgage conditions and 
by lower interest rates. 

As is usual in a “localized” recession, the decline in 
the level of demand in the United States in 1954 was 
partly mitigated by an improvement in the real balance 
of exports and imports. Imports fell more or less in line 


with the decline in internal economic activity, whereas 


exports increased slightly. However, because of the rela- 


_tively small role of foreign trade in the country’s econ- 


omy (exports amounting to only about 5 per cent of 
national product) this improvement in the real balance 
was of no great significance for the economy as a whole. 


The level of real personal consumption reached in 
1953 was maintained in 1954 or rose slightly. In spite 
of the ine_i i roduct—calculated”™ at $8 
billion in current prices—preliminary estimates of real 
disposable personal income showed some increase in 
1954. This surprising result cannot be wholly explained 
at the present time because of statistical discrepancies in 
the preliminary estimates.” However, it is clear that the 
factors which largely determined the divergence be- 
tween the movement of national income and disposable 
personal income were (a) an improvement in labour’s 
share in the wage-profit distribution; and (6) a sharp 
reduction in government net appropriation from na- 
tional income. 


In spite of a decline in aggregate man-hours roughly 
proportionate to the drop in national product, there was 
an increase in money wage rates so that aggregate 
labour income fell only one per cent (approximately 
$2 billion). Since these changes were not accompanied 
by an improvement in productivity on an economy-wide 
basis, corporate profits before taxes fell substantially 
(estimated at some $4 billion). 


Federal and local government net appropriations 
from national-ineome-fell-by-over-$8—billion in 1954. 
The chief-elementsinthis reduction_were a $2 billion 
increase in government transfer payments (mainly 
caused by the increase in unemployment) ; a net reduc- 
tion in personal income taxes (including social security 
contributions) ® of $2.5 billion; and a reduction in cor- 
porate profits taxes of almost $4 billion. The increase 
in government transfer payments approximately offset 
the drop in labour income, while the drop in corporate 
profits taxes almost offset the estimated drop in corpo- 
rate profits. It was thus feasible for corporations to 
maintain and even to increase, as they did, dividend 
disbursements. Under these circumstances the increase 
in disposable personal income was more or less equal to 


cantly. It is not impossible, however, that national product has 
not fallen as much as expenditure estimates now suggest, that 
corporate profits have fallen more than present estimates suggest 
leaving present disposable personal income estimates compara. 
tively unchanged. 

* The rate of personal income taxes was reduced by 10 per cent 
on 1 J anuary 1954. Social security contributions, on the other 
hand, were increased by the rise in rates—personal contributions 
yielding $0.6 billion more in 1954 than 1953. 
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the reduction in personal income taxes. The apparent 
net result of these wage, profit and tax changes in 1954 
_was that, in spite of the shift towards labour income in 
_the wage-profit distribution, there was some increase in 
the share of total disposable personal income distrib- 
_uted to recipients of non-labour income. 


In spite of the fact that 1954 was a year of contraction 
_in the United States, it may be noted that the trend from 
the third to the fourth quarter, in contrast to the same 
period a year earlier, was definitely upwards. Industrial 
_ production increased considerably, and national prod- 
uct rose to a level over one per cent higher than the 
average for the year. The chief elements which con- 
_tributed to the improvement were a decline in the rate 
of inventory decumulation and a rise in personal con- 
sumption. Government expenditure in the fourth quar- 
ter, however, was $3 billion less than the average for 
the year. 


The trends of economic change in Canada in 1954 
_ were in most instances in the same direction as those in 
the United States. However, on the whole the forces of 


A ee 
contraction appeared later and were somewhat less 
severe in Cini. The national product fell 21% per cent 


but thts-was largely the result of the unusually poor 
grain crop. 


As in the United States, military expenditure declined 
in 1954, but this reduction was offset by an increase in 
non-military expenditure. The reduction in inventory 
investment, however, was severe, amounting to some 3 
per cent of national product. Accumulation of business 
inventories turned sharply negative in the second and 
third quarters of the year, becoming positive again in 
the fourth quarter. Added to this reduction in business 
inventories for the year as a whole was a sharp drop in 
farm inventories, reflecting the very poor grain crop of 
1954 compared with a good yield in the previous year. 


Private investment in fixed capital declined. As in the 
United States, residential building expanded substan- 
tially (under the stimulus of new provisions affecting 
mortgage lending) but this was insufficient to offset the 
declines in non-residential construction and in pur- 
chases of producers’ durable equipment. 


Exports fell moderately, a drop that was more than 
accounted for by lower exports of grain. Imports, how- 
ever, declined even more, reflecting the decline in non- 
farm inventory accumulation and the reduction of 
investment in durable equipment. There was therefore 
a small improvement in the balance of exports over 
imports. 

Personal consumption rose in Canada by over 2 per 
cent in spite of the fall in national product. This diver- 
gency of movement may be explained largely in terms 
of two sets of factors. (a) The reduction in national 
product was chiefly the result of a drop in grain yields. 
Sharp fluctuations in grain incomes in Canada, how- 
ever, normally have only a minor influence on consumer 
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expenditures in the calendar year in which the change 
in output and income is registered. (b) Non-farm na- 
tional income and product remained virtually un- 
changed, while non-farm disposable personal income 
increased substantially. This divergence in movement 
of national income and disposable personal income 
resulted from factors similar to those noted in the case 
of the United States. Real wages increased largely at 
the expense of profits, and personal income taxes 


were about 5 per cent lower for the year as a whole 
than in 1953.°° 


PRODUCTION, EMPLOYMENT AND UNEMPLOYMENT 


Gross national product is a measure of the national 
production of final goods and final services. The latter, 
which constitute approximately one-third of national 
product in the United States, increased more than did 
production of final goods in the period 1950 to 1954 
(see tables 5 and 6). From 1950 to 1952 the expansive 
element in final services was the expansion in the civil 
and military service of government. From 1952 to 1954 
the combined civil and military service of federal and 
local governments declined, while output of consumer 
services expanded. In 1954, when the production of 
goods and the civil and military services of government 
fell, the output of consumer services continued to in- 
crease. An important element was an increase in resi- 
dential rental service. 


Industrial production rose faster than the non-indus- 
trial contribution to production of final goods in the 
period 1950 to 1953, in all years except 1952, when 
there was a very substantial reduction in the rate of 
inventory investment. In 1954 industrial production fell 
7 per cent compared with a 5 per cent fall in production 
of final goods. This again may be explained by the 
concurrent sharp reduction in the rate of inventory 
investment.?° 


Employment increased in the United States over the 
period 1950 to 1953 much less than real national prod- 
uct—reflecting a substantial improvement in produc- 
tivity (see table 5). In 1954 employment was reduced 
by only about 114 per cent and, although average 
weekly hours of work also were reduced, it would 
appear that the normal improvement in productivity 
was not realized. In the manufacturing industry, how- 
ever, employment fell by 7 per cent and average weekly 
hours by 2 per cent whereas production fell only 7 
per cent. The fact that productivity failed to rise on 
an economy-wide basis in 1954 thus appears to be 


® Effective 1 July 1953, personal income taxes were reduced by 
10 per cent. 

1° Production of final goods involves the productive contribu- 
tion not only of primary producers and manufacturers but also of 
firms concerned with the distribution of goods—transport, whole- 
sale and retail trade, communication, and so on. In a period when 
the rate of inventory accumulation is increasing, the contribution 
of the former group to the value of goods produced tends to rise 
relative to the latter. The reverse tendency appears when inyest- 
ment in inyentories is declining. 
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ble 5. Real Gross National Product, Industrial and Agricultural Production, 
dein aa Unemployment in North American Countries, 1950 to 1954 


(1952 = 100) 


Real gross . = perce 
tonal Industrial Agricultural Civilian etvilian labour 
Country and year Secdin production * production em sats —- 
(1) (2) (3) (4) (5) 
Canada: 
O50 ee ore ina tre 88 91 83 96 4.5 
OSU eae tics tetera 93 97 93 99 2.8 
TOS 2 im rranccoee si sae 100 100 100 100 aye 
OB ae. crs Reo 104 107 94, 101 3.3 
TOS 4 Meencct coe, ween 101 105 69 100 5.6 
United States: 2 = Las 
VO5 Oreck atas cette 90 90 3 
LOSERS Ome cuentas 97 97 96 99 at 
a Ao SAR meyer tres teres 100 100 100 100 3.2 
1953: Saye ar ete 104 108 101 101 2.9 
LO54e =. caters coer 101 101 101 99 6.1 
Combined index for above 
countries: 
1950 Secaee ce ones 90 91 92 ~ 98 6.1 
LO5 [5 saree encaae 96 97 96 99 3.6 
L952 aeccraree ewe 100 100 100 100 aoe 
AO5 32 5. seis eee 104 108 100 101 2.9 
LOS4 ee nee 101 101 97 99 6.1 


Source: For column 1], see table 3. Column 2: 
United Nations, Monthly Bulletin of Statistics. 
Column 3: Canada: Dominion Bureau of Statistics, 
Wren. Bulletin of Agricultural Statistics (Ottawa) ; 

nited States: Economic Report of the President 
(Washington, D.C.), January 1955. Columns 4 and 
5: Canada: Dominion Bureau of Statistics, The 
Labour Force (Ottawa), November 1945-January 
1955, Reference Paper No. 58; United States: 


linked not so much to an interruption in the rate of 
improvement in productive techniques as to a relative 
shift away from the industrial sector—where average 
value added per man is high—to the non-industrial and 
service sectors—where average value added per man is 
low. This shift is apparent in table 6. It follows, of 


Table 6. United States: Indices of Production of 
Final Goods and Final Services, 1950 to 1954 


(1952 = 100) 
ee eee 
Item 1950 1951 1952 1953 1954 


Gross national product.... 909 96 100 104 101 
Production of final goods.. 92 97 100 105 100 


INonetarmep cites sce... 91. -97 . 100° “105aamaE 
Non-farm, excluding con- 
StructilOl 2. e+.«- 90 96 100 105 100 
Industrial........... 90 97.100 108 em 
Production of final services 87 95 100 102 102 
Consumer een es 9396 100 103. "ihe 
Governmental, civil and 
military swat telimanes « as 92-100 99 06 


Source: Economic Report of the President, J anuary 1955. 

The production indices are derived from values produced, at 
1954 prices, with the exception of the index of industrial produc- 
tion, which is a physical volume of production index 


Department of Commerce, Current Population Re- 
ports, Labor Force, series P-57 (Washington, D.C.). 


* For Canada, indices cover mining, manufactur- 
ing, electricity and manufactured gas; for the 
United States, mining and manufacturing only. 


> Civilian labour force available for hire is equal 
to wage earners and salaried workers plus un- 
employed. 


course, that part of the increase in productivity on an 
economy-wide basis in the period 1950 to 1953 was 
due to the relative shift towards the industrial sector. 


Although civilian employment fell only 114 per cent, 
unemployment rose from less than 3 per cent to more 
that 6 per cent of the civilian labour force available for 
hire. This change reflected an increase in the labour 
force, combined with some reduction in the armed 
forces. There was some improvement in the unemploy- 
ment outlook in the latter part of 1954. Unemployment 
reached a peak of 3.7 million in March, followed the 
usual seasonal decline through the middle of the year 
but then did not rise as is seasonally typical in the 
closing months of the year. 


In Canada in the period 1950 to 1953, industrial 
production rose from year to year by approximately 
the same percentages as in the United States. The share 
of industrial production in total Canadian output, how- 
ever, increased very little since a series of good harvests 
raised the share of agriculture during the period. In 
1954, however, industrial production fell by about 2 per 
cent, a definite fall in relation to all other non-farm 
product but proportionately the same as the decrease in 
total national product. The fall in agricultural output, 
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Table 7. Indices of Retail Prices, Real Wage Rates, Export Prices and Import Prices 
in North American Countries, 1950 to 1954 
(1952 = 100) 


Country and year 


Lh! 1 ed See eg eae oe ee ee EE aie ee z 
EON 2) See. eee ned ee 7 
ES ics oe ins Sas wie Tt to ee 100. 
NOG. oe threaten ee, eee 99 
1S. Ore i aiueeaigd, 7 pecienet ries Maeda Ngati. 5,5 100 
United States>: 
2a? 61 ie Peas SE a See ee aes 90.5 
LL 1s aa eC aR sel See 98.0 
i A IP Rig PR dat tale. AR > 8s ae ig aig lie RL 100.0 
POE oS rv OS tees. oe es ee 101.0 
ROSAS ees Fee Oe ae eae ee, YS x 101.0 
Combined index for above countries*: 
LOS Sere eee ee ok See ee 90. 
POS eri eee ES: Sn 98. 
D2 UO Ae ces 2 A ed ee Ae 100. 
LAUT Sade, et eh Pinte ene” ee Se See 100. 
LS a tng IS eet ee ee eee 101.0 


Retail Real Commodity Commodity 
wage export tmport 
rates prices prices 


93.5 88.5 100.0 
95.5 101.0 114.5 
100.0 100.0 100.0 
105.4 97.0 99.0 
107.5 94.5 99.5 
97.5 88.5 84.0 
97.5 101.0 105.5 
100.0 100.0 100.0 
105.0 100.0 95.5 
107.5 98.0 97.5 
97.0 88.5 88.0 
97.0 101.0 108.0 
100.0 100.0 100.0 
105.0 99.0 96.5 
107.5 97.0 98.0 


Source: Canada: Dominion Bureau of Statistics, 
Canadian Statistical Review (Ottawa); Department 
of Labour, Wage Rates, Salaries and Hours of 
Labour in Canada (Ottawa). United States: Depart- 
ment of Labor, Monthly Labor Review (Washing- 
ton, D.C.). 

= Wage rates represent straight-time earnings in 
manufacturing, mining, forestry, construction, 
transportation and communications, and services 
(laundries). Figures for 1954 estimated by the 
United Nations Bureau of Economic Affairs. 

b Wage rates represent average hourly earnings 


as already noted, accounted for most of the decrease in 
national product. 


As in the United States, employment increased over 
the period 1950 to 1953 much less than production, 
reflecting a steady improvement in national produc- 
tivity. In 1954, although non-farm product virtually 
held its level, non-farm employment fell 1 to 2 per cent 
and working hours were somewhat reduced. There was 
thus a continued improvement in productivity in the 
non-farm sector. The contrast with United States experi- 
ence in this respect is accounted for by the fact that in 
Canada there was no relative shift away from the indus- 
trial sector. Unemployment increased by about 21 per 
cent of the civilian labour force available for hire in 
1954, reflecting the decline in employment and the 
increase in the labour force. 


Major Economic Changes in 


NATIONAL PRODUCT AND EXPENDITURE COMPONENTS 


The pattern of economic developments in western 
Europe as a whole in 1954 was not unlike that in 1953. 


in manufacturing, mining, construction, transpor- 
tation and wholesale and retail trade. General index 
computed by the United Nations Bureau of Eco- 
nomic Affairs on the basis of indices for the indus- 
tries specified. 

© In retail prices and real wage rates, the weight- 
ing factor used was the number of employed 
workers; for export and import prices, the weights 
employed were based on the national product 
weights (see table 1) multiplied by the percentage 
of exports and imports, respectively, to the national 
product in 1952. 


PRICES AND WAGES 


In both the United States and Canada there was an 
inflationary increase in retail prices from mid-1950 to 
the end of 1951 but thereafter little over-all change 
(table 7). In the face of the rising cost of living in 1951 
real wage rates did little more than maintain their level, 
but in subsequent years they rose substantially. In spite 
of the decline in output and employment and the sharp 
rise in unemployment in 1954, real wage rates increased 
2 to 3 per cent in both countries. The effect of this in- 
crease in real wage rates in 1954 on average real hourly 
earnings on an economy-wide basis was partially offset 
in the United States by the relative shift away from 
industrial production—since real wage rates as well as 
average value added per man are relatively high in 
industry. 


Western Europe in 1954 
However, in both years the pattern differed in several 


important respects from that of the previous two years. 
The major differences between these two periods appear 


in table 8, which shows the real increments from year to 
year in the major expenditure components and in na- 
tional product when these are expressed, as in table 9, in 
terms of indices with the real national product of 1952 
equal to 100. 


Developments in 1951 and 1952 were dominated by 
three major influences: (a) substantial increases in gov- 
ernment expenditure; (b) a boom followed by a slump 
in inventory investment; and (c) an expansion followed 
by a levelling off in real exports and imports, accom- 
panied by a deterioration and subsequent partial re- 
covery in the terms of trade. The marked difference in 
the rate of expansion of national product in 1951 and 
1952 was largely accounted for by the boom and slump 
in inventory investment. 


Personal consumption was restrained in 1951 mainly 
by a sharp increase in the burden of taxation. 
In addition, the general deterioration in European terms 
of trade had a damping effect on expansion of real wages 
and other personal income. Real wage rates increased 
only about 2 per cent as compared with an increase in 
average output per man of perhaps twice as much. In 
1952 consumption was restrained by a reduced rate of 
expansion of the non-consumption components of de- 
mand—as a matter of fact, the sum of the non-consump- 
tion expenditures (owing to the sharp fall in inventory 
investment) was approximately unchanged. Consump- 
tion, however, did increase. This reflected a rise of about 
31% per cent in real wage rates compared with a much 
smaller increase in average output per man. This move- 
ment, facilitated by partial recovery in the terms of 
trade for the group as a whole, tended to increase real 
disposable personal income relative to real national 
output. 


Developments in 1953 and 1954, on the other hand, 
were dominated by a steady-expansion of private invest- 
ment, especi in fixed capital, and~an-increase in 
personal consumption more or less consd the 
incréase in national product and income. Whereas gov- 


ernment expenditure had accounted for over 50 per cent 
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accounted for only 6 per cent from 1952 to 1954. In 
contrast, the share of the increment accounted for by 
private investment in fixed capital rose from 8 to 27 
per cent and that accounted for by consumption from 
35 to over 60 per cent. © 


Consumption rose in line with national product_in 
1953, but SNgbIy Tess Than national product in 1954, In 
1953 real wage rates rose by about 314 per cent—a rise, 
however, apparently somewhat less than the increase in 
average output per man. This tended to reduce real 
labour income relative to real national product. This 
factor was offset, however, by a further improvement in 
the terms of trade for the group as a whole, which 
tended to increase real personal non-labour income 
relative to real national product. In 1954 real wage 
average output per man was about the same as in the 
previous year. The divergence between the two was thus 
greater in 1954 than in the previous year. In addition, 
the depressing effect of this divergence on personal 
income relative to national product was not, in contrast 
to 1953, offset by an improvement in the terms of trade. 


Although in broad outline the picture of economic 
changes in western Europe was fairly clearly defined, 
the experience of individual countries varied consider- 
ably, especially in the period 1950 to 1952. Develop- 
ments in individual countries have been treated in some 
detail in earlier issues of the World Economic Report, 
but it may be noted here that western Germany consti- 
tuted an exceptional case during this period, and greatly 
affected the measures of over-all changes. Its national 
product rose 23 per cent from 1950 to 1952. This phe- 
nomenal increase reflected ready availability of labour 
and rapid progress in post-war reconstruction, which 
had been delayed in earlier years. If western Germany is 
omitted from the group, national product shows a rise 
from 1950 to 1952 of less than 5 per cent (instead of 9 
per cent), with the increment in government expendi- 
ture just about equalling the increment in total product 
and with a very slight increase in consumption. Indeed, 


Table 8. Increments in Real Gross National Product and Its Components in Western 
European Countries, 1951 to 1954 


(As a percentage of 1952 gross national product) 
———— ees 


Item 


Fixed capital 
Inventories 


Source: Derived from table 9, 


Crea 0) @ eC. 0 %e teres le ee Sees nile 
C2 Oo 808 Se\s.e a bin sh Be elenens 
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Ot an Ca ee Vereen CCS ch 
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1954 


1952 1953 1954 
1.2 1.5 3.2 3.6 
1.7 2.3 0.5 0.2 
2.4 —2.9 1.5 2.2 
0.5 0.1 1.5 1.4 
1.9 —2.3 0.0 0.8 
1.0 0.0 ~0.5 0.1 
2.9 0.0 1.9 2.8 
1.9 0.0 2.4 2.7 
6.3 1.6 4.7 6.1 


of the increment to total product from 1950 to 1952, it 
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4 (Percentage of total 1952 gross national product) 
: a u 
; Stet aii vean orees aapersonal Government : Private insetment sk nF lect on 
b product ps pik 7 Cape in Balance Exports Imports 
a 
Belgium: 
MEMEUE OS Saat oe oe oc ena sO 96.3 67.9 27 15.4 0.0 0.2 30.1 29.9 
Peaster Se, ue. ooo s fs 102.5 68.1 14.5 14.6 xt 3.6 35.5 31.9 
Lr. he eee 100.0 67.8 16.0 1333 162 ibid 34.3 32.6 
BOGOR cate adh oc ihi's au wtica & 102.0 68.2 16.8 14.2 —1.7 4.5 38.3 33.8 
Sp SE eae Se eee 106.1 68.9 te 14.8 =0.1 bya 42.6 37.5 
Denmark: 
on! 2 eS ae 99.7 66.2 15.5 19.0 3.8 —4.8 Sal 31.9 
LL DUY 2 i ar 100.0 64.5 16.1 19.1 —0.2 0.6 30.6 30.0 
el oe icin e's war 100.0 63.8 16.5 19.3 —0.1 0.6 29.8 29.2 
eee 105.0 67.3 ea 20.1 0.8 —0.8 Ava Shes) 
REP es or Sees ee ce 106.2 70.8 18.4 20.9 0.0 —3.9 35.8 39.7 
France: 
ae Peer es Te ek 5 op ea 94.5 65.0 14.3 12.1 2.8 0.3 13.1 12.8 
Ss kote PE oa. es 98.6 67.8 14.6 13.6 1.4 12 16.4 15.2 
DP IR oe Sos ale od arety atcaale 100.0 69.7 19.2 12.0 0.2 —1.1 14.6 15.7 
NOSE eae ee eee 101.6 TALS) 19.8 11.8 —1.0 —0.2 16.1 16.3 
TRSEL os ae te RETR 109.4 76.4 19.5 25 0.2 0.8 18.3 17.5 
Germany, western 
NR 2 25 5 Ree 81.3 48.1 14.6 17.9 1.4 —0.7 11.4 12.1 
[RES be 3 Ob aa gle Soa 94.8 51.9 15.8 19.2 BS 2.6 eet 13.1 
1 Se ae 2 eer 100.0 56.1 17.9 19.6 3.9 25 18.5 16.1 
eRe Boe ee ss 106.8 61.5 ieee 22a Balk 1.4 21.8 20.4 
1QGuk . 6e he, a rrr 115.5 66.3 18.3 Dee 4.7 0.9 26.9 26.0 
Italy: 
1 Ee $ Gk Soe eee 92.2 67.4 11.5 14.2 1p —2.1 10.0 123% 
LIGERT. S e ae aet 97.6 69.3 LAS 15.6 2.0 —1.8 11.3 Sei 
HO ORM os oneness sk t's whol 100.0 71.6 14.2 18.1 —0.1 —3.8 10.9 14.7 
MOSS ee hace es aes 107.0 76.0 15.0 19.9 0.3 —4.2 13.3 17.5 
BS eyes a nes eS TS ke oe TTS 78.5 Hiss Palas 0.4 —3.6 13.6 17.2 
Netherlands: 
POR sole ee ae eee 96.0 62.8 Sen 18.7 leo —6.5 44.0 50.5 
GR sh cans s sce 98.0 60.9 14.1 18.5 4.9 —0.4 51 51.6 
Se Mere tae ke ey areigis a ole oe 100.0 61.5 1522 17.8 —2.8 8.3 94.8 46.5 
TEER, SO 2 ee eee ere 109.1 63.8 7.3 18.9 1.6 7.9 61.5 54.0 
TIS hg a On a A 115.5 67.6 18.1 20.6 4.9 4.3 70.1 65.8 
Norway: 
Pee 93.7 54.1 8.7 30.8 0.4 0,3 36.4 36.7 
Oo on 976 54.1 9.4 31.0 3.5 04 39.4 39.8 
TCR | ea ee ke 100.0 56.3 10.0 32.6 el: 0.0 39.4 39.4 
MDs ear ase soe Sees eles 102.1 57.8 1D i} 34.8 —0.6 —1.2 41.1 42.3 
[ORO © soe 106.0 59.7 11.9 37.1 —0.2 —2.5 44.4 46.9 
“anes SL Pee eee OE ee 98.5 57.3 17.3 20.6 —0.4 Bolt 2351 19.4 
1 BRL Onde eae a ee 98.5 56.4 18.3 20.4. 2.4 1.0 24.1 23.1 
OS DPM es ase ties tus ore 100.0 57.9 19.8 19.7 Dep 0.4 21.8 21.4 
Ect a oes at Soko alee wre cataire 104.0 59.8 21.7 25 —0.9 1.9 Dore 21.4 
ORS 3 oer ee ane nee 109.0 62.0 23.4 23520 —1.1 1.4 25.4 24.1 
Se es hotel ons 2 96.3 68.6 16.1 11.4 0.0 0.3 24.8 24.5 
OS tenor. ee wicrare os «4.8 100.8 67.8 19.7 10.6 3.5 —0.8 26.4 PEPE 
LO EQAE Fe ate a SE Bn eee Oe 100.0 66.9 21.4 10.8 —0.2 1.0 Dow Bok 
MOS or ake er ay Nea ete 104.0 69.7 21.9 eal 1.0 —0.7 25.4 aoe 
HO) Aa egee eis asic a jeropis fit fans 108.3 72.6 21.6 12.8 1.4 —0.1 27.0 ‘ 
Combined index for above 
tries4; 
1950. : sas, CoRR Eee od 92.1 62.3 14.4 14.6 a} —0.5 Le ek 
HOS epeerress core eke on. 98.4 63.5 16.1 15.1 BP 0.5 pe ae 
OSDME ee eto. 100.0 65.0 18.4 52 0.9 0.5 ane au 
1G St: SSeS eters Seat 104.7 68.2 18.9 16.7 0.9 0.0 a ae 
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omponents, at 1952 Prices 
1950 to 1954" 


» in Western European Countries, 


in four countries—Belgium, Denmark, the Netherlands 
and the United Kingdom—real consumption expendi- 
ture was less in 1952 than in 1950. However, in 1953 
and 1954, while the rate of expansion in western Ger- 
many remained high, it did not diverge so radically 
from that of other countries. 


The general character of the expansive forces in 1953 
and 1954 has been indicated above. The chief differences 
between the pattern of developments in 1953 and 1954 
are, first, that in the latter year there was some increase 
in investment in inventories, as compared with a neg- 
ligible increase in 1953 and, second, that there was some 
acceleration in the rate of expansion of foreign trade, 
especially exports. The increment in government ex- 
penditure was somewhat lower in 1954, but the incre- 
ments in private investment in fixed capital and per- 
sonal consumption were about the same in both years. 
As a result, the national product rose by almost 6 per 
cent, compared with less than 5 per cent in 1953. 


The increase in national product experienced by 
western Europe in 1954 was shared, as in 1953, by every 
member of the group. In Belgium, France and Norway, 
where the rate of expansion was low (around one to 2 
per cent) in 1953, it rose substantially in 1954, the 
largest increase (almost 8 per cent) being in France, 
following two consecutive years of relative stagnation. 
In Italy and Denmark the rate of increase in national 
product was appreciably lower—a change associated 
in both countries with continued expansion in industrial 
production and a drop in crop yields. In the remaining 
countries—the United Kingdom, Sweden, the Nether- 
lands and western Germany—the rate of expansion, 
already high in 1953, continued at about the same rate 
in 1954—4 to 5 per cent a year in the United Kingdom 
and Sweden and 6 to 9 per cent in the Netherlands and 
western Germany. 


The over-all increment in government expenditure 
was not large in 1954—around one-third of one per 
cent of national product. In only one country did it 
exceed one per cent of national product. In contrast 


Source and footnotes to table 9. 

Source: Belgium: Estimates by the United Nations Bureau of 
Economic Affairs, based, for 1950 to 1953, on: Free University 
of Brussels, Solvay Institute of Sociology, Premiers éléments d’une 
comptabilité nationale de la Belgique, 1948-1951 (Brussels), and 
Ministry of Economic Affairs, L’ Economie belge en 1953 (Brus- 
sels), Denmark: The Economic Secretariat of the Government, 
Okonomisk Arsoversigt, Marts 1955; Department of Statistics 
Statistiske Efterretninger (Copenhagen). France: Ministry of 
Finance, Rapport sur les ‘comptes provisoires de la Nation de 
Vannée 1953 (Paris); zeply to United Nations questionnaire on 
full employment and related matters, covering 1953 and 1954; 
National Assembly, Projet de loi de finances pour V’exercice 1955 
(Paris). Germany, western: Statistisches Bundesamt, Wirtschaft 
und Statistik (Stuttgart). Italy: Central Institute of Statistics 
Compendio statistico italiano, 1954 (Rome); Chamber of Deputies, 
Relazione generale sulla sitwazione economica del paese, 1953 1954 
(Rome); Bank of Italy, Annwal Report, 1951, 1952 and 1953 
(Rome). Netherlands: Central Planning Bureau, Central Eco- 
nomic Plan (The Hague), for 1953, 1954 and 1955: Central 
Bureau of Statistics, Statistische en econometrische onderzoekingen 
(Utrecht). Norway: Department of Finance and Customs 
Nasjonalbudsjettet, 1955 (Oslo); Central Bureau of Statistics, 
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to North America; in no country of western Europe 
was there any significant reduction in government ex- 
penditure. 


Investment in fixed capital rose by a more substantial 


amount—approximately 114 per cent of national prod- 
uct. All countries without exception shared in this in- 
crease. In all countries, except France, the increment 
was more or less of the same order as in 1953; in 
France there was a small increase in 1954, as com- 
pared with a slight fall in 1953. The most buoyant 
investment item in 1954, which in many cases received 
active official encouragement, was residential building; 
in this respect there was some similarity with North 
America. 


In most countries both residential and industrial 
investment contributed to the increase in investment. 
In almost all, as already noted, governments continued 
to give support to residential construction. In France 
the rise in residential building accounted for most of the 
increase in private investment in fixed capital. This 
may be explained at least in part by the fact that the 
French Government had relaxed mortgage requirements 


for home construction in March 1953 and had estab- — 


lished a system of subsidies. Though not high as com- 
pared with some other countries, residential building 
in France was very much higher in 1954 than in 1953. 
In.Norway, on the other hand, the government restricted 
residential building by its lending policy and by direct 
controls, and as a result it declined slightly. A_major 


See Ee 
was thé addition made to the merchant fleet. 

Investment in inventories in western Europe in 1954 
was about 11% per cent of national product, compared 
with slightly less than one per cent in 1953. In the light 
of the fact that the national product, for the group as a 
whole, rose in both years by 5 to 6 per cent and that 
there was in addition a more than proportionate in- 
crease in exports and imports, the investment in in- 


ventories seems by no means large. The fact that inven- 
tory accumulation was larger in 1954 than in 1953 may 


Statistiske Meldinger (Oslo). Sweden: Department of Finance, 
Nationalbudget for dr 1955 (Stockholm); Business Cycle Insti. 
tute, Meddelanden frdn Konjunkturinstitutet, series B:16 and A:25- 
United Kingdom: Central Statistical Office, National Income and 
Expenditure, 1946-1953 (London). 

Note: The figures for 1954 are preliminary or have been esti- 
mated by the United Nations Bureau of Economic Affairs. They 
may thus be appreciably revised when the final official figures 
become available. For those cases where consistent data covering 
the whole pores were lacking, the available official figures have 
had to be linked in a more or less arbitrary manner. Thus, the 


calculation of year to year changes may involve the use of 
different price bases. 


* Gross national product deflated by appropriate price indices 
of components. 


> Investment in fixed capital includes civilian public invest- 
ment. 

° Public investment, with the exception of residential housing 
carried out by local authorities, is included here in government 
expenditure; in the official statistics public investment is in- 


cluded with private investment under the heading of capital 
formation. 


4 See note, table 1. 


r Partl , or even largely, for speculative reasons, 
‘ate of inventory accumulation was very high in the 
ler part of 1950 and in 1951. Inventory investment 
ended to fall sharply in 1952. In some cases, how- 
ver, a partly involuntary accumulation of inventories 
appeared in 1952 as a result of the levelling off or drop 
n exports. In a number of countries—for example Bel- 
ium, France, Norway and Sweden—there was conse- 
quen tly a reduced rate of accumulation or even a de- 
cumulation of inventories in 1953, a contributing factor 
being, in some cases, the unexpected strength of export 
emand. In 1954, inventory investment in most coun- 
Ties remained low, and, in Sweden, there was a signifi- 
ant decumulation of inventories. Here a decrease 
equal to approximately one per cent of national prod- 
uct occurred for the second consecutive year. This re- 
flected the fact that stocks were considerably larger 
than normal at the end of 1952 and, with the quicken- 
‘ing of export and other demand in 1953 and 1954, in- 
-ventories were reduced. 


_ However, in two countries—western Germany and 
the Netherlands—investment in inventories was high 


in 1954, and this largely accounted for the fact that 


‘investment in inventories for the group as a whole 
rose to about 11% per cent of national product. In both 
countries inventory investment was equal to about 4 
per cent of the national product. These exceptional in- 
creases appear to have been related to equally excep- 
tional increases in foreign trade.** 


Exports and imports of goods and services in western 
Europe increased by 11 to 12 per cent in 1954—an 
increment in total foreign trade comparable with 
that of 1951. An important cause of the rise in both 
imports and exports in 1954, as in 1953, was the in- 
crease in trade within the group, encouraged by liberal- 
izing measures. The slight improvement in the over-all 
export balance in 1954 may be explained in part by 
the relaxation of exchange and import controls—com- 
pared with 1953—in some oversea markets such as 
Australia and New Zealand. 


All countries in western Europe shared in the expan- 
sion of foreign trade in 1954. As a percentage of na- 
tional product the smallest increases in exports were 
experienced by Italy, the United Kingdom and France 
with a range from one-half to 2 per cent. The largest 
increases were in Belgium and Germany—equivalent 
to 4 to 5 per cent—and in the Netherlands—equivalent 
to over 8 per cent of the national product. The smallest 
changes in imports were also experienced by Italy, 
the United Kingdom and France, with changes ranging 
from a slight decline to an increase of about one per 
cent of national product. The largest were experienced 


11 Expressed as percentages of the 1952 national product, the 
increases in exports, imports and national product from’ 1952 to 
1954 in Germany were around 8, 10 and 16 per cent and in the 
Netherlands approximately 15, 19 and 16 per cent, respectively. 


lained by inventory experience in earlier - 


by Belgium, Norway, Denmark and western Germany, — 


with increases equal to 4 to 6 per cent of national prod- 
uct, and the Netherlands, with an increase equal to about 
11 per cent of national product. 


Taking the group as a whole, improvements in the 
balance of exports over imports in the United Kingdom, 
Italy, Belgium and France were offset by a decline in 
the balance of Sweden, western Germany, Norway, Den- 
mark and the Netherlands. The reduction was substan- 
tial only in the case of the last three countries. In 
Norway, the decline was related to the heavy purchase 
abroad of ships, in Denmark to the poor harvest, which 
necessitated a sharp increase in imports of livestock 
fodder, and in the Netherlands to the substantial in- 
crease in inventories. a 


Personal consumption increased in 1954 in western 
Europe by about 5 per cent. The increase, however, 
was proportionately slightly less than the increase 
in national product. The causes of this fall in the 
ratio of consumption to gross national product varied 
from country to country. Among these causes were: (a) 
an increase in the burden of taxation—especially auto- 
matic increases in countries with high marginal rates of 
personal income tax, and (6) a lesser increase in real 
wage rates than in productivity—a fact related, in some 
cases, to a deterioration in terms of trade. This last 
factor seems to have been the most important cause 
of the small rise in consumption in Belgium, the only 
country where the ratio of consumption to national — 
product fell by over one per cent. Only in Denmark 
did consumption rise relatively more than national 
product. A poor harvest tended to reduce national 
product and farm incomes without a corresponding 
effect on consumption. A more detailed analysis of 
changes in the ratio of consumption to gross national 
product is included in the section entitled “Major 
Factors Affecting the Rate of Economic Expansion, by 
Countries, 1953 and 1954”. 


PRODUCTION, EMPLOYMENT AND UNEMPLOYMENT 


Industrial production expanded substantially in west- 
ern Europe in the period 1950 to 1954, in most years 
more rapidly than gross national product (see table 
10). In 1954 it rose by over 8 per cent as against a less 
than 6 per cent increase in national product. This com- 
pared with a 5 per cent increase in both in 1953. The 
greater relative increase in industrial production as 
compared with national product in 1954 is partly ex- 
plained by the increase in inventory investment in that 
year!” and the relative smallness of the increase in 
agricultural output. Industrial production rose in all 
countries, the increases ranging from 4 to 6 per cent 
in Sweden, Denmark, the United Kingdom and Norway 
and from 8 to 13 per cent in Belgium, the Netherlands, 
France, Italy and Germany. 


12 See footnote 10. 
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Although there was some over-all rise in agricultural 
production in western Europe in 1954, the increment 
to farm output was small and less than in the previous 
year. In Italy there was a significant decline compared 
with the very favourable harvest in 1953; in Denmark 
a poor and late harvest made necessary a sharp increase 
in imports of livestock feeds and significantly reduced 
net farm output. 
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In most countries the increase in output was achieved 
with only a small increase in employment. Only in 
western Germany was the increase in employment sub- 
stantial—about 5 per cent, a rise made possible by the 
relatively large number of unemployed and the con- 
tinuing influx of labour. In all countries there was 
apparently an appreciable improvement in non-farm 
productivity. 


Table 10. Real Gross National Product, Industrial and Agricultural Production, 
Employment and Unemployment in Western European Countries, 1950 to 1954 
(1952 = 100) 

Se ee 


Unemployed as 


4 Real gross ; 7 ivili percentage of 
epi natignal production» ‘praduction® employment «lian labour 
for hire 
(1) (2) (3) (4) (5) 
Belgium 
O50. oe. Se ee 96 90 93 100 6.9 
YOSTa ee re en 102 103 6 102 6.1 
10sD eee ee ae 100 100 100 100 7.0 
OSS tee Ce Sh 102 100 103 99 7.4 
LOGS eee en 106 108 ie 6.8 
Denmark4 
105008 cee ce 100 102 98 102 8.7 
OST ee ee eee 100 104 95 102 9.7 
LORS Ret Se meee 100 100 100 100 12.5 
1OSSSe eee oe eee 105 104 105 101 9.2 
DORR sen tere, loa 106 110 vos 8.0 
Francee 
1OSiteee eee ow, 95 85 100 96 2.1 
I Se da Sep anes pa a 99 96 95 99 1.6 
1950 ea 100 100 100 100 1.9 
1953S es ee 102 97 106 98 2.2 
ROG tee ee nh ote 109 106 4 98 2.2 
tek western! 

Moers eee, ba 81 78 91 92 10.2 
[Oe eee 95 93 97 97 9.0 
Tosaoo ye ite A 100 100 100 100 8.4 
1053 Se eS 107 109 104 104 75 
105450 su wet 116 121 109 6.8 

ltaly: 
1950, ance oe 92 86 95 
POST <, tte pee ee 98 98 100 ro 
1Os0-< So) Seen 100 100 100 15.5 
ORs we owe ete 107 110 108 16.0 
ROSA de tee 112 119 ee 16.0 
Netherlands: 
GOS Gat ee 96 96 93 100 
LOSI: Gk eee 98 99 97 101 ae 
pogo ee 100 100 100 100 43 
CE ellie 109 109 98 101 3.2 
ORAM see tae ten 116 120 103 2.3 
Norway 
it Ge ee 04. 92 104. 100 
‘Doh Sea 98 99 97 100 a 
eee iy ee 100 100 100 100 1.2 
co 102 106 101 100 1s 
ih, _—oao. 106 112 101 1.3 
pore s: : 
Ce 99 98 100 l 
DOM ee cao 99 102 97 100 18 
be 100 100 100 100 2.3 
(on... 104 100 102 100 2.9 
icone... 109 104 100 2.6 
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Table 10. Real Gross National Product, Industrial and Agricultural Production, 


Employment and Unemployment in Western European Countries, 1950 to 1954 
(continued ) 
(1952=100) 
a ge 
Unemployed as 
) Country and feat ators Industrial : ivili nage of 
: year diet ——-Produaton' ——prdaction® ——empayment_ aia Inboar 
( @) (3) CO) ci 
ee aE ae ee Seg See eee Ae. 
United Kingdom}: 
nt a Re aad 96 100 97 99 1.6 
Li A Sea ee ee Aaa 101 103 97 100 1.3 
he ov dl eae ea 100 100 100 100 2.1 
PARES, Sy sees oe 5 woe 104 106 102 101 1.8 
BE Retect tira c's Ses 108 TS tes 102 tes) 
Combined index for 
above countries ‘: 
POS nen wcoede ce 92 90 96 97 6.1 
| 9 Fo he pee ie aa 98 99 97 99 el 
DOSE Sas Seer eit ce ois 100 100 100 100 6.2 
‘oe eters 105 105 105 101 6.0 
SAR ued wis eee lil 114 ie 103 5.6 


Source: For column 1, see table 9. Column 2: 
United Nations, Monthly Bulletin of Statistics. Col- 
umn 3: Food and Agriculture Organization of the 
United Nations. Columns 4 and 5: Belgium: Minis- 
try of Economic Affairs, L’ Economie belge en 1953; 
Denmark: Ministry of Foreign Affairs, Economic 
Survey of Denmark, 1954 (Copenhagen); France: 
National Institute of Statistics and Economic 
Studies, Bulletin mensuel de statistique and Bulletin 
hebdomadaire de statistique; western Germany: 
Statistisches Bundesamt, Wirtschaft und Statistik; 
Italy: United Nations, Economic Survey of Europe 
in 1951; Netherlands: Reply to United Nations 
questionnaire on full employment and related mat- 
ters, covering 1953 and 1954; Norway: Depart- 
ment of Finance and Customs, i tlle aig 
1953, 1954 and 1955; Sweden: Department of 
Finance, Nationalbudget, 1953, 1954 and 1955; 
United Kingdom: Central Statistical Office, 
Monthly Digest of Statistics (London). 


®Indices cover mining, manufacturing, elec- 
tricity and manufactured gas unless otherwise 
stated. 


b 1952/53=100. The crop year 1952/53 rather 
than 1951/52 was chosen as the base period because 
there is an approximate correspondence in terms 
of output between the crop year and the calendar 
year indicated by the first part of the crop year. 


The rise in employment, though small, was generally 
more than sufficient to absorb the normal increment to 
the labour force. In no country was there a rise in 
average unemployment. In most countries unemploy- 
ment was under 3 per cent of the labour force. How- 
ever, there were still areas where over-all unemploy- 
ment, though declining, remained high—for example 
about 7 or 8 per cent in Belgium, Denmark and western 
Germany. In Italy unemployment remained unchanged 
at about 16 per cent. 


PRICES AND WAGES 


Retail prices rose rapidly in western Europe in 1950 
and 1951, levelled off in 1952 and 1953 and then 


showed some tendency to increase in most countries 


The indices of agricultural production shown for 
the calendar years 1950 to 1954 represent figures 
for the crop years 1950/51 to 1954/55. 

¢ Unemployment figures represent wholly un- 
employed. 

Industrial production includes manufacturing, 
electricity and manufactured gas. Unemployment 
is expressed as a percentage of insured trade 
unionists. 

® Unemployment percentages were estimated on 
the basis of the national sample surveys in October 
1952, June and December 1953. The total number 
of unemployed obtained from these surveys was 
extrapolated for the entire year on the basis of the 
average number of applicants for work, and the 
number of employed salaried workers and wage 
earners was extrapolated on the basis of the over- 
all index of employment of the Ministry of Labour. 

f Figures for civilian employment represent em- 
ployed wage earners and salaried workers. 

£ Industrial production includes manufacturing 
and mining. Unemployment percentages represent 
the ce of unemployed in trade unions. 

4 Industrial production includes construction. 
Figures for unemployment include those tem- 
porarily re 

i For 1950 to 1953, aggregate figures for civilian 
pet ee fe exclude a , and for 1954, the figure 
excludes Belgium, Denmark and Italy. 


especially toward the latter part of 1954. In terms of 
annual averages for western Europe as a group, retail 
prices rose by 114 per cent in 1954 as compared with 
one-half per cent in 1953 (see table 11). 


From the point of view of an economy as a whole, 
the cost factors promoting price changes are, first, 
changin THIpOH! Gout and. oocond, changing wage costs 
per IESE CUED Teport prices of goods and services 
for the group of western European countries as a whole 
fell by about 9 per cent in 1953 and by a further 3 
per cent in 1954, Unit wage costs, on the other hand, 
rose in some countries and fell in others but for the 
group as a whole remained almost unchanged. The 


figures below indicate the effect of these cost elements 
on total unit costs and show, for comparison, changes 


Table 11. Indices of Retail Prices, Real Wage Rates, Export Prices and Imp 
in Western European Countries, 1950 te 01954-2 ~ .- 


(1952 = 100) ’ Soe 
“3 : Country and year pape Barat export import 
Belgium»: 
NOS OSES Ree eae oe ae 90.5 95.0 75.0 85.5 
LS li estan aoe EE PNR Sar ens cm Loar Le 99.0 96.0 100.5 103.5 
DODD ae orn ysis e cian cee taets ohn ap rau anaes 100.0 ~~. 100.0 100.0 100.0 
TODS Gea bess ccatteteay We CAEN eeu OR RG 99.5 100.0 85.0 95.5 
> aes Ue gi Meee yr oes ate Nasa 101.5 100.5 77.0 90.0 
Denmarke 
LOS OPS Sao ee eee aes 87.0 96.0 85.0 80.0 
(oa Et a la eae esa is rh, cam ess A abee oo 96.5 93.5 95.0 101.5 
OS) reais Ske a. Po ee 100.0 100.0 100.0 100.0 
PODS Riot eee ce Lee Pee ee ete 100.0 104.0 95.0 ~ 90.5 
NUS ey Caseig ebay Feit once 5 Tien aa, 101.0 105.0 94.0 87.0 
France?: 
TOGO at asucrcaspeteet caus Wea aces eee eee 76.5 88.0 79.5 78.5 
LOS Lte Wes eas seat. deve ey aan 89.5 96.5 92.0 101.0 
LOB 2 NES See eee Se ce ane eee 100.0 100.0 100.0 100.0 
LOSS rer eee tee PO ee eee 99.0 103.5 94.0 90.5 
1.05 4 ca Sh ee paeag ei re tyne Ce 98.5 110.5 89.0 89.0 
Germany, western® 
TOSO Seas Betas, eee k snot SONA ie a RE 91.0 89.5 76.5 82.5 
1 SH Nee eR ER ot Re Nati tere eo 98.0 95.0 92.5 105.5 
LOD Dieter iaychsn seh nee ne NG. hee eee ae RE 100.0 100.0 100.0 100.0 
LOSS chs ae arate hee ee 98.5 106.0 94.0 87.5 
HOSA aN eae eee ee 98.5 108.5 90.5 84.0 
Italy': 
UL Ge Se ae ea oe ey CSS 87.5 94.0 90.0 79.5 
OS ere 5 hina er 96.0 94.0 107.0 103.5 
OSD re ey oo re 100.0 100.0 100.0 100.0 
OS ae Me os reas ot he gemekeee eae 102.0 104.5 96.0 91.0 
OA nee ects act... 2 I eee 104.5 105.0 99.0 91.0 
Netherlands« 
SOMERS yack ct ace 89.0 101.5 83.5 82.5 
De PRMORM sy c's cece nt) ee eee 100.0 98.0 98.0 101.0 
Ma eS seni as ea Ss Sa Oba ke ee 100.0 100.0 100.0 100.0 
PWD PMT hes oss acc idle oats ae 100.5 101.0 88.5 82.5 


2s ee 


ae eee Sinaia ng hs <5 SLE vA on 84.0 
. Barre, Sete eee. oe La eM 92.0 
r | St bn a ee 100.0 
BSS Be a AN Ios 5 Sees ee 103.0 
B en eee ce rite Shans een 105.0 
Te Combined index for above countries*: 
— (2S Ue Sill Siete Mee gear oat era 85.0 
; ‘ Se ae et eS Rare pee tate 94.5 
: Dh a A aay imine Mn Pee mere ine | 100.0 
: 1 ei oe ee en a ae 100.5 
: PE eae Sh are Roary aca ych at os oe 102.0 


103.5 


107.5 
101.5 81.5 77.5 
100.5 95.0 103.0 
100.0 100.0 100.0 
101.5 97.5 88.5 
104.0 95.0 88.0 
94.5 80.0 79.5 
96.5 96.0 102.5 
100.0 100.0 100.0 
103.5 93.5 89.0 
106.5 91.0 88.0 


Source: United Nations, Monthly Bulletin of Sta- 
tistics; Belgium: University of Louvain, Bulletin de 
[Institut de recherches économiques et sociales; 
France: National Institute of Statistics and Eco- 
nomic Studies, Bulletin mensuel de statistique; Italy: 
Central Institute of Statistics, Bollettino mensile di 
statistica; United Kingdom: Central Statistical 
Office, Monthly Digest of Statistics. 

= Money wage rates deflated by retail prices. 

> Retail price figures exclude rent. Wage rates 
represent hourly earnings of married workers in 
manufacturing and transportation, inclusive of 
family allowances. 

© The official retail price figures given here in- 
clude personal taxes and dues. Wage rates repre- 
sent hourly earnings in manufacturing, construc- 
tion, transport, commerce and services. For com- 
parability with other countries, wage rates were 
deflated by a retail price index excluding personal 
taxes and dues. 


whereas the rise in 1954 reflected, at least more than _ 


emand upon supply. 


in 1953, an increasing pressure o 
In several countries this pressure was becoming more 
evident towards the end of the year. 


The rise in money wage rates in 1954 ranged from 
2 and 2.5 per cent in Belgium and western Germany 
to 6 and 11 per cent in France and the Netherlands, the 
increase being 3 to 5 per cent in all other countries. 
In most countries, however, there was an improvement 
in productivity in 1954 which tended to offset the effect 
of rising wages on unit wage costs. On balance there 
would seem to have been (a) some over-all reduction 
in unit wage costs in Belgium; (6) little change in 
France, western Germany, Sweden, and possibly Italy; 


4 Retail price figures represent family consump- 
tion prices in Paris. Wage rates represent hourly 
rates published by the Ministry of Labour for male 
and female workers in industry, building, trans- 
portation and commerce for all France. 

e Wage rates represent hourly earnings in manu- 
facturing and construction. 

f Wage rates represent hourly rates for male 
workers in manufacturing, mining, construction 
and electricity, inclusive of family allowances. 

2 Wage rates represent hourly rates for male 
workers in manufacturing, mining and construc- 
tion. 

h Wage rates represent hourly earnings for male 
workers in manufacturing and mining. 

i Wage rates represent hourly earnings in manu- 
facturing and mining. 

i Wage rates represent weekly rates for all 
workers. 

k See footnote c, table 7. 


and (c) some increase in the United Kingdom, Norway, 
Denmark and the Netherlands. With a few exceptions, 
import prices fell in all of these countries. 


In Belgium consumer prices rose slightly in spite 
of the reduction in total unit costs. This rise was perhaps 
largely attributable to an increase in the price of cer- 
tain imported food products, such as coffee, even 
though, on the whole, import prices continued to fall. 
A continued fall in export prices and a deterioration 
in the terms of trade tended to offset the increase in 
over-all profit margins suggested by this analysis. 

In France and western Germany consumer prices 
remained stable although, with some decline in import 
prices, there was apparently a slight decline in total 
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Table 12. Increments in Real Non-Consumption and Consumption lex Somnus and 
Related Indices in Western European Countries, 1953 and 19 
(Percentage change as compared with preceding year) 
oS Se eee 
cect PRUE cE ee eee re 5.0 0.6 2.0 —1.0 0.0 
POS Ae organ See aides piel ten 10.1 1.0 4.0 Hae 0.5 
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Ne 
1953. AP cme Me CeO Ouest 1.4 Part ae 0.5 20 : 
19545 ee ee 4.5 3.3 3.8 1.0 0.5 
Sweden: 
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VOD 4 cites eth cas bist ekeesoaetetnesietere tees 6.3 SB 4.8 0.5 4.0 
United Kingdom: 
Ko ee, Rene a APES APE NRG. STOOD TAG C 3.6 4.2 4.0 ° 0.5 1.5 
[954 re os she netstat toe ire ete 4.1 4.2 4.1 1.5 2.5 
Combined percentage for above countries: 
phan oe hea ee 4.3 4.9 4.7 0.5 3.5 
L9S45, 5 usr «vnc ores ce mes 6.8 3.3 5.8 2.0 2.9 
Source: See tables 9, 10, 11. > Ministry of Labour index of man-hours in all 
Z : ; activities except agriculture and government 
* Government expenditure plus private invest- (National Institute of Statistics and Economic 
ment plus exports minus imports. Studies, Bulletin mensuel de statistique) . 
unit costs. In Sweden both consumer prices and total (see table 12). Emphasis is placed on the dynamic role 
unit costs remained more or less stable. In Italy con- of expansion in the non-consumption components of 
sumer prices rose somewhat although total unit costs demand, and on the relationship between the respective 
probably remained more or less unchanged. rates of expansion of consumption and non-consump- 


tion expenditure** as determined during this period 
largely by the relationship between the rate of increase 
in real wage rates and the rate of improvement in pro- 


In the remaining countries—those experiencing some 
rise in unit wage costs—consumer prices increased more 
or less in the same proportion as unit wage costs, al- 


though total unit costs generally rose less. In the United dncenary, 
Kingdom, Norway and Denmark, unit wage costs and Real consumption tends to vary in proportion with 
consumer prices rose about 114 to 31% per cent and real national product so long as real personal income 
in the Netherlands around 5 per cent. after taxes, and in particular real labour income after 
taxes, varies in line with real national product. Real 
MAJOR FACTORS AFFECTING THE RATE OF ECONOMIC labour income changes proportionately with real na- 
EXPANSION, BY COUNTRIES, 1953 anp 1954 tional product so long as real wage rates rise in line 


with improvements in average output per man. Thus, in 
In this section the major factors affecting the over- ———— . wes ‘ 


is S 3 18 . : = 
all rate of economic expansion in 1953 and 1954 are The sum of the non-consumption expenditures is taken for 


4 : : practical purposes to equal government expenditure plus private 
traced, country by country. Attention is drawn in par- investment plus exports minus imports. The theoretically de- 
ticular to the respective rates of expansion in the con- sirable sum would be government expenditure plus private 


: : invest i i 
sumption and non-consumption components of demand sit ee exports minus the import content of these com- 
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_ a period when there is relatively little change in the 
net burden of direct taxation, real consumption tends 

to rise in step with real national product so long as 
_ real wage rates increase in the same proportion as pro- 
ductivity, to fall relative to real national product when 
_ real wage rates lag behind productivity and to rise 
_ relative to real national product when real wage rates 
rise more than productivity. 


In the period 1952 to 1954, when rates of personal 
taxes and transfers were on the whole stable in western 
_ Europe, the relationship of changes in real wage rates 
_ and productivity was generally the crucial factor de- 
termining what increment of consumption accompanied 
_ a given increase in the non-consumption expenditures. 
~ However, in some cases the high marginal rate of per- 
sonal income taxes and in other cases the lag of a year 
or more in collections or changes in the rate structure, 
varied the proportionate tax burden from year to year. 
The chief factors making for a divergence between real 
wage rates and productivity during this period were: 
(a) wage settlements and domestic price movements 
tending to effect a redistribution of income as between 
labour income and profits; and (b) changes in the 
terms of trade tending to reduce or raise real national 
income relative to real national output. 


a 


The latter factor, it may be noted, exerts an influ- 
ence on consumption by affecting real profits as well as 
real labour income relative to national product. How- 
ever, the influence of current changes in the terms of 
trade on personal non-labour income is normally small 
even though its impact on profits is large—that is, 
changes are registered chiefly in undistributed profits. 
In addition, savings out of personal non-labour income 
are typically relatively high. 


Three countries, France, Belgium and Norway, which 
had the lowest proportionate increases in national 
product in 1953—about 2 per cent—experienced an ac- 
celeration in their rate of expansion in 1954. This 
change was accompanied, and given impetus, by a rapid 
expansion in the non-consumption components of de- 
mand. The crucial elements in all three countries in 
1954. were the cessation of inventory decumulation and 
a substantial expansion in foreign trade. 


France. In 1953 there was virtually no increase, in 
real terms, in the sum of non-consumption expenditures. 
There was an increase in exports equal to about 114 
per cent of the national product as well as some in- 
crease in government expenditure, but these changes 
were offset by increased imports and a shift from in- 
ventory accumulation to decumulation. A factor in this 
shift may have been some involuntary accumulation in 
1952, resulting from the drop in exports. In spite of the 
negligible increase in non-consumption expenditures, 
consumption rose 2 per cent. This mainly reflected the 
fact that real wage rates increased more than produc- 
tivity. In 1954 exports expanded by an amount equal to 
2 per cent of the national product, and concurrently 
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there was some increase in private fixed capital invest- 
ment, chiefly residential building, and, even more im- 
portant, the decumulation of inventories apparently 
ceased. Industrial production, which had remained 
more or less stable in 1953, rose rapidly in 1954; pro- 
ductivity, wage rates and consumption all increased 
substantially. The increase in real wage rates was 
apparently more or less proportional to the improve- 
ment in average output per man. In addition, there 
was some reduction in the proportionate burden of 
taxes (owing to a reduction in rates and the normal 
lag in collections). Both national product and consump- 
tion rose by about 71% per cent. 


Belgium. In 1953 there was a moderate increase in 
the sum of non-consumption expenditures in real terms. 
There was a substantial increase in exports—equal to 
almost 4 per cent of the nationdl product—as well as 
some increase in both government expenditure and pri- 
vate fixed capital investment. These changes were par- 
tially offset, as in France, by a pronounced shift from 
positive to negative inventory investment and by some 
increase in imports. The decumulation in 1953 fol- 
lowed an accumulation of inventories in 1952 which, 
owing to the drop in exports in that year, was probably 
in part involuntary. One of the elements in the decumu- 
lation in 1953 was an increase in exports of industrial 
products while output remained generally stable. The 
net increase in the sum of non-consumption expendi- 
tures, however, was not accompanied by a consonant 
increase in consumption, reflecting the fact that a sharp 
drop in the terms of trade militated against an increase 
in money wage rates and that real wage rates re- 
mained unchanged while productivity improved. How- 
ever, there was some reduction in the burden of taxes 
(owing chiefly to a reduction in anticipatory payments 
of income tax), and consumption apparently did in- 
crease slightly. In 1954 exports expanded further by 
an amount equal to about 4 per cent of the national 
product, the inventory decumulation apparently ceased, 
and there was a substantial increase in private fixed 
capital investment, especially in residential building. 
These increases were partially offset by an increase 
in imports proportionately much greater than in over- 
all output, but there was on balance a sizable increase 
in the sum of non-consumption expenditures which 
directly brought about a substantial increase in national 
product. The effect of the increase in non-consumption 
expenditure on economic activity as a whole was, as 
in 1953, disproportionately small. Although industrial 
production rose 8 per cent and national product 4 
per cent, the improvement in productivity was such 
that employment remained more or less unchanged. 
At the same time the terms of trade continued to de- 
teriorate (though less rapidly than in 1953, the deterio- 
ration over the two years 1952 to 1954 being about 
15 per cent), and this continued to militate against an 
increase in wage rates in line with the improvement in 
productivity. These factors, combined with some in- 
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crease in the burden of taxation, restrained consumption 
in spite of the sizable increase in non-consumption ex- 
penditures. 


Norway. In 1953 there was an appreciable increase 
in real terms in government expenditure and private 
fixed capital investment as well as a rise in exports 
equal to more than 114 per cent of the national product. 
These increases in demand were largely met or offset 
by asharp drop in inventory investment and an increase 
in imports equal to almost 3 per cent of the national 
product.** Thus, the rise in the sum of the non-con- 
sumption expenditures was small. Nevertheless, per- 
sonal consumption rose by almost 3 per cent and the 
national product about 2 per cent. As in Belgium, there 
was a sharp drop in export prices and a loss stemming 
from a deterioration in the terms of trade, which ex- 
ceeded in amount the increment to real national output. 
In spite of this, however, real wages increased by almost 
3 per cent—an increase larger than that in output per 
man. In consequence of this wage settlement, the full 
brunt of the loss to the economy as a result of the fall 
in export prices was borne by profits in the export in- 
dustries.1® The increase in unit wage costs in the non- 
export industries, on the other hand, was offset by some 
reduction in import prices. In 1954, there was a signifi- 
cant rise in the sum of the non-consumption expendi- 
tures. Fixed capital investment increased as much as the 
year before, decumulation of inventories came virtually 
to a halt, and exports rose by an amount equal to over 3 
per cent of the national product. There was, however, a 
further increase in imports—equal to 4 to 5 per cent of 
the national product—which partially offset the other in- 
creases, leaving a net increase in the sum of the non- 
consumption components of expenditure equal to about 
2 per cent of the national product. Real wage rates 
rose about 2 per cent'*—somewhat less than output 
per man. Consonant with these changes consumption 
rose about 3 per cent compared with an increase in 
national product of about 4 per cent. 


In four countries—Sweden, the United Kingdom, 
western Germany and the Netherlands—the rate of ex- 
pansion in national product, which was already high 
in 1953, continued at about the same rate in 1954—4 to 
© per cent a year in Sweden and the United Kingdom 
and 6 to 9 per cent in western Germany and the Nether- 
lands. In general, the same factors which promoted 
expansion in 1953 continued to operate in 1954. 


Sweden. In 1953 government expenditure, private 
fixed capital investment and exports all increased sub- 
stantially. There was at the same time, however, a de- 


** For example, purchase of ships was a major element in the 
rise of both fixed capital investment and imports. 

** In Belgium, on the other hand, the stability of wage rates 
under similar circumstances enabled the export industries to re- 
duce unit wage costs as productivity improved and thus to soften 
the impact of reduced export prices. 

** That is, money wage rates deflated by an index of prices of 
consumption goods and services as a whole rather than, as given 
in tables 11 and 12, deflated by the cost of living index, 
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cumulation of inventories equal to about one per cent 


of national product in contrast to a buildup of inven- 
tories in the previous year equal to over 2 per cent of 
the national product. This shift reflected, among other 
things, the fact that the inventory accumulation in 1952 
had been largely involuntary (as a result of the sudden 
drop in exports in that year) and that an offsetting tend- 
ency to decumulate was to be expected in 1953. Despite 
an extension of trade liberalization in the course of the 
year, imports failed to increase, reflecting decumulation 


’ of inventories, a good harvest and more adequate do- 
mestic production of metal products. The increase in © 


the sum of the non-consumption expenditures was sub- 
stantial—equal to approximately 2 per cent of the na- 
tional product. Consumer expenditure also increased 
but proportionately slightly less than the national 
product. Real wage rates increased slightly less than 
productivity, and furthermore the high marginal rates 
of the personal income tax reduced the increase in dis- 
posable labour income to something proportionately 
less than the increase in real national product. In ad- 
dition, a sharp drop in export prices, bringing as it 
did a 4 per cent deterioration in the terms of trade, 
reduced non-labour income relative to national product. 
In 1954 government expenditure, private fixed capital 
investment and exports all increased substantially 
again. Investment in inventories showed little change, 
the decline continuing at a rate equal to about one per 
cent of the national product. In contrast to the previous 
year, imports increased substantially—by an amount 
equal to over 244 per cent of the national product. 
On balance, the increase in the sum of the non-con- 
sumption expenditures was equal to almost 3 per cent 
of the national product. Consumption rose but again 
proportionately less than national product. Real wage 
rates increased more or less in line with productivity, 
but the high marginal rates of the personal income tax 
again tended to reduce aggregate disposable personal 
income relative to national product. The increase in 
national product was about 5 per cent as compared with 
about 4 per cent in the previous year. 


United Kingdom. In 1953 there was a substantial 
increase in private fixed capital investment, compared 
with unchanged investment the year before, and a posi- 
tive investment in inventories as against a net decrease 
in inventories in 1952 (following the large, partly 
speculative buildup in 1951). There was a partially 
offsetting increase in imports—an increase, however, 
which was not large in view of the fact that there was a 
drop in import prices of over 10 per cent and some 
liberalization of trade during the course of the year. The 
increase in the sum of the non-consumption expendi- 
tures was equal to a little over one per cent of the 
national product. This increase was supplemented, 
however, by a consonant increase in consumption. Real 
wage rates increased, but somewhat less than produc- 


17 . 
An important element was a substantial increase in con- 
sumer purchase of automobiles, many of them imported. 


\ 
; 
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tivity. There was, however, a considerable reduction in 
income tax rates and a substantial improvement in the 
terms of trade, which tended to increase real non-labour 
income relative to real product. Real consumption 
expenditure rose, as did the national product, about 
4 per cent. In 1954 the increase in the sum of the non- 
consumption expenditures was again equal to some- 
thing over one per cent of the national product. Private 
fixed capital investment remained at the same level, but 
exports rose by an amount equal to about one per cent 
of the national “product. Imports also rose, but not so 
much as the previous year. Real wage rates increased 
slightly more than productivity but, owing to the high 
marginal rates of income tax, the proportional burden 
of direct taxes increased. Both national product and 
consumption rose, as in the previous year, by about 
4 per cent. 


Western Germany. In 1953 investment in fixed capi- 
tal and exports expanded appreciably. At the same time 
imports rose rapidly—by an amount equal to over 4 
per cent of the national product. The sum of the non- 
consumption expenditures rose consequently by an 
amount equal to only 114 per cent of the national prod- 
uct. However, real wage rates rose by about 6 per cent, 
while the improvement in over-all average output per 
man was about half that percentage—a development 
which was facilitated by a drop in import prices bring- 
ing a 7 per cent improvement in the terms of trade. 
Consumer expenditure consequently rose proportion- 
ately more than real output, increasing by approxi- 
mately 10 per cent as against a 7 per cent rise in 
national product. In 1954 there were substantial in- 
creases in the non-consumption expenditures, especially 
in the investment components and exports, resulting, in 
spite of a further rise in imports, in an increase in the 
sum of these expenditures amounting to some 4 per cent 
of the national product. Real wage rates rose perhaps 
slightly less than output per man, but there was some 
decrease in the burden of taxation, and both consump- 
tion and national product rose by about 8 per cent. 


Netherlands. In 1953 there was a substantial increase 
in the sum of non-consumption expenditures. There was 
a substantial increase in government expenditure and 
private investment, investment in inventories rising by 
an amount equal to over 4 per cent of the national 
product. Exports rose by an amount equal to almost 
7 per cent, and imports by almost 8 per cent, of the 
national product. The increase in inventory investment 
in 1953 represented a reversal of the tendency to run 
down inventories in 1952 (following the heavy, specu- 
lative accumulation of inventories in 1950 and 1951). 
The very sharp rise in imports reflected the reversal in 
inventory policy as well as the sharp increase in ex- 
ports, both inventories and exports having a very high 
import content in the Netherlands. There was, in addi- 
tion, an extension of liberalization of trade during the 
course of the year. The increase in the sum of the non- 
consumption expenditures was the highest in Europe— 


an increment equal to almost 7 per cent of the national 
product. With such an increase it was scarcely feasible 
from the standpoint of productive capacity that there 
should be an increase in consumption of a correspond- 
ing magnitude. In spite of an over-all increase in output 
per man of 7 to 8 per cent, real wages rose only one per 
cent.1® However, there was some decrease in the burden 
of taxation. Consumption rose by something less than 
4 per cent, while national product rose by 9 per cent. 
In 1954, inventories rose by an amount equal to almost 
5 per cent, and exports by an amount equal to almost 
9 per cent, ofthe national product. Imports again in- 
creased, this time very sharply—by an amount equal to 
almost 12 per cent of the national product.!® The sum 
of non-consumption expenditures showed, on balance, a 
more modest, but still large, increment equal to about 
3 per cent of the national product. Real wage rates rose 
5 to 6 per cent, somewhat more than productivity, and, 
in addition, the proportionate burden of taxation was 
further reduced. However, consumption increased pro- 
portionately with the national product, rising about 6 
per cent. 


In two countries, Denmark and Italy, output con- 
tinued to expand in 1954 but at a considerably smaller 
rate than in 1953. In both countries the rate of increase 
in industrial production was sustained in 1954 while 
net farm output declined. 


Italy. In 1953 government expenditure, private fixed 
capital investment, exports and imports all increased 
substantially. The increase in the sum of the non- 
consumption expenditures was equal to about 21 per 
cent of the national product. At the same time real wage 
rates apparently increased by over 4 per cent—probably 
somewhat less than over-all output per man,”° in spite 
of a 5 per cent improvement in the terms of trade. Con- 
sumption increased by about 6 per cent and national 
product by 7 per cent. In 1954 the increases in the 
non-consumption expenditures were about the same as 
in the previous year, the chief increase being in private 
fixed capital investment. In contrast with the previous 
year, real wage rates apparently scarcely rose at all. 
Consumption rose by about 3 per cent while national 
product rose by about 41% per cent. 


Denmark. In 1953 there were increases in government 
expenditure, private investment, exports and imports. 
The largest increases were in foreign trade, exports 
rising by an amount equal to 3 per cent, and imports by 
an amount equal to over 4 per cent, of national product, 


18 There was no deterioration in terms of trade of commodity 
exports and imports in the Netherlands in 1953, but both export 
and import prices fell by over 10 per cent. The redistribution of 
income suggested by the above comparison of changes in pro- 
ductivity and real wages would thus seem to be concentrated 
particularly in a shift towards profits of enterprises using im- 
ports to produce goods for the domestic market. 

19 This again reflected the exceptionally high level of exports, 
the partially correlated accumulation of inventories, and the 
extension of trade liberalization in 1953. 

20 Data on total employment are not available. 


the increase in imports reflecting in part the 
of trade liberalization during the year.”* On balance the _ 
increase in the sum of the non-consumption expendi- 
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tures was equal to about 11 per cent of the national 


product. Real wages increased by about 4 per cent—a 


rise facilitated by a 4 per cent improvement in the terms 
of trade and probably about the same as the improve- 
ment in output per man. Consumption increased by 
about 51% per cent, while national product rose by 5 
per cent. In 1954 inventory investment fell, but govern- 
ment expenditure, private fixed capital investment and 
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DEVELOPMENTS IN AUSTRALIA AND NEw ZEALAND 


Developments in Australia and New Zealand in the 
period 1949/50 to 1953/54 show a somewhat similar 
pattern (see table 13). The origin of this similarity lies 
in the post-Korean boom, subsequent collapse and par- 
tial recovery in the price of wool, from which a large 
part of their export income is derived. The abrupt in- 
crease in the price of wool was reflected in a sharp rise 
in incomes and a strong upsurge in the demand for 
imports. Both countries took steps to soften the infla- 
tionary impact by withholding from growers part of the 
proceeds of wool sales,?* and they also relaxed restric- 


71 An important element in the increase in imports was a sub- 
stantial rise in expenditure on automobiles. 

*? As in the previous year there was a rapid expansion in pur- 
chases of automobiles, 


Table 13. Real Gross National Product and Components, at 1951/52 Prices in Australia and New Zealand, 
1949/50 to 1953/54 


(Percentage of total 1951/52 gross national product) 


Gross 


. Personal Government 
Country and year salar consumption expenditure 


Australia*: 
1949 / SO ct. co coer 96.1 68.6 17.0 
O50 See eee oe ee 102.1 73.4 20.2 
LOSI 2RMe eet Ses tlec ioe 100.0 70.4 22.8 
HOD 2 Bored co. ck. tue: ae 102.1 67.6 22.0 
OSU A direkt career acs. peated 105.8 72.1 20.5 
New Zealand» 
MEO Oimets Wiow atcist uae tacs as 59.6 20.4 
1S ES1)/ Sa ee 95.6 64.2 20.4 
IOI AS91 2 Set GRRE ane ae 100.0 65.0 20.7 
NOC Oopee a. cles. sac dns NOW? 60.5 24.1 
IGE R/S ke aaa ea 104.2 65.2 24.8 


Source: Australia: Commonwealth Bureau of Census and Sta- 
tistics, National Income and Expenditure, 1953-54 (Canberra); 
New Zealand: Census and Statistics Department, Report on the 
Official Estimates of National Income aed Sector Accounts for the 

ears 1938-39 to 1953-54 (Wellington). 

* Figures relate to twelve months ending 30 June of the year 
indicated. Gross national product has been deflated by the cost 
of living index, rt for balance of exports and imports, which 
was obtained as a difference between exports and imports de- 


- to the bad harvest. 


extension _—€ 


whi 


tures fell in 1954, Nevertheless, persc 
rose by about 5 per cent.?* This is largely 
the fact that real wages and employment rose 
the continued expansion in the non-farm sector 
over-all output per man failed to rise (or fell) 


- ¢ 
tions on imports from dollar areas. However, large 
orders placed by importers were reflected in the inflow — 
of goods from abroad only after considerable delay. 
Following the collapse in wool prices early in 1951, the 
balances of payments tended to deteriorate sharply. 
Both countries began to adopt fiscal and monetary poli- 
cies designed to correct this situation, and in April 1952 
they imposed drastic restrictions on imports. The effect 
of these measures was reinforced by an improvement in 
the terms of trade (in Australia in 1952/53 and in New © 


23 Tn New Zealand, under the wool retention scheme, growers 
agreed to the freezing of one-third of the proceeds of wool sales. — 
in 1950/51. It was later arranged to release these funds in five 
equal annual instalments. In Australia the Government imposed 
a levy of 20 per cent on wool sales in 1950/51, subject to approval 
by the growers. After the scheme was rejected by the growers, it 
was arranged that the levy should be treated as a prepayment of 
income taxes. 


pias iat mae wee ; 
yee Moen al a Balance Exports Imports 

12.7 7 3.9 21.2 25 a 

15.6 2.2 93 18.9 28.2 

16.2 6.0 ied 20.4 35.8 

Ey eee 3.1 24.3 21.2 

13.8 1.6 —23 24.1 26.4 

10.0 2.8 Ri 4 

12.2 6.4 ~7.7 24.5 32.2 

13.2 5.2 —~4.2 38.4 42.6 

13.7 1.7 1.7 39.3 37.6 

1S: Ses 0.9 35.9 35.0 


flated by their respective indices of merchandise trade. Esti- 
mated expenditure on passenger cars is included in consumer 
expenditure rather than in private investment. 

Figures relate to twelve months ending 31 March of the 
ear indicated. Gross national product has been deflated as fol- 
ows: pe consumption and government current expendi- 
tures deflated by consumer price index, exports and imports. 


deflated by their respective unit val ital i 
| é ues, and capital items 
by import unit values. ; : phe 
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Zealand in 1953/54) and in these circumstances some 
relaxation of restrictions was introduced,** thereby 
contributing to an increased flow of imports. 


National product and expenditure components, 
1952/53 and 1953/54 


_ The period under review was characterized by wide 
fluctuations in a number of the components of national 
expenditure. There were violent shifts in the real bal- 
ance of exports and imports and in investment in inven- 
tories, and a pronounced fall and rise in consumption. 
Nevertheless, gross national product rose in 1952/53 
and in 1953/54 in both countries. 


_ Australian exports rose considerably in 1952/53, 
owing largely to a distinct improvement in agricultural 
output, and continued at much the same level in 1953/ 
54. In 1953/54 New Zealand’s exports fell appreciably 
below the level of the two previous years, largely as a 
result of unfavourable factors affecting both the output 
of, and the market for, dairy products. However, the 
dominant influence on the real balance was on the side 
of imports. In both countries the measures adopted to 
control the flood of imports transformed a deficit in the 
real balance in 1951/52 into a surplus in 1952/53, the 
shift being much more pronounced in Australia than 
in New Zealand. Although somewhat reduced, the real 
balance in New Zealand continued to be positive in 
1953/54. However, in Australia the relaxation of im- 
port restrictions in 1953/54, together with the recovery 
in industrial activity, led to a new upsurge in imports 
and the real balance again became negative. 


In Australia the substantial improvement in the terms 
of trade in 1952/53 and the subsequent slight deteriora- 
tion in 1953/54 magnified the effect of the shift in the 
real balance upon the balance of payments. New Zea- 
land’s terms of trade moved unfavourably in 1952/53 
so that there was a deficit in the balance of payments 
despite the surplus in the real balance. In 1953/54 a 
distinct improvement in the terms of trade contributed 
to the surplus in the balance of payments. 


There was a fairly heavy accumulation of business 
inventories in both countries in 1951/52, associated 
with the exceptionally high level of imports.”> In 


1949/50 1950/54 
Australia: 
All commodities....... LS 108 
oO Me brces ow ales Seis. cer 118 110 
New Zealand: 
All commodities....... 97 100 
Roodter712.2. eee toe 97 100 


. eo vy an ee) rs Meche tet aa ae | 
in Was a as a, le eis al ad 
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1952/53 Australia experienced a strong shift to inven- 
tory decumulation and in New Zealand the rate of 
accumulation of inventories declined sharply. In 1953/ 
54 decumulation began in New Zealand, and by then 
accumulation of inventories was once more under way 
in Australia, because of renewed industrial activity and 
the increase in imports. 


There was marked divergence between the two coun- 
tries in the trend of government expenditure and private 
capital expenditures. In New Zealand both components 
rose in 1952/53 and again in 1953/54. In Australia 
government expenditure fell in both years, reflecting a 
decline in capital expenditures and in 1953/54 in mili- 
tary expenditures as well. Private capital expenditures 
fell sharply in 1952/53, reflecting the recession in 
industrial output that began in 1951/52, but rose a 
little the following year. 


+ 


In both countries there was a sharp fall in consump- 
tion in 1952/53 followed by an equally sharp rise in 
1953/54. The main factor explaining the fall in con- 
sumption in 1952/53 in both countries was the rela- 
tively high level reached in 1951/52. This was itself a 
reflection of exceptionally large farm incomes in the 
preceding year, to which spending made only a delayed 
adjustment. In addition, the restriction of imports in 
1952/53 may have tended to reduce the available sup- 
ply of certain consumer goods. In both countries the 
increase in consumption in 1953/54 was more or less 
consistent with higher levels of activity and incomes in 
the non-farm sector. In Australia the relaxation of im- 
port controls may have contributed to raising the level 
of consumption, while in New Zealand the substantial 
increase in real wages tended to raise labour income 
relative to national product. 


Production and employment 


In 1952/53 there was a decided increase in farm 
output in Australia and some rise in New Zealand as 
well, so that changes in the farm sector served to coun- 
teract the contraction (in Australia) or stagnation (in 
New Zealand) in manufacturing output. In 1953/54 
in both countries farm output was slightly above the 
level of the previous year. The changes in agricultural 
production are shown below (1951/52= 100) : 


1951/52 1952/53 1953/54 
100 118 119 
100 118 120 
100 105 107 
100 106 107 


Source: Food and Agriculture Organization of the United Nations. 


24 However, because of deterioration in the Australian balance 
of payments in the course of 1954 the Government in October of 
that year reimposed most of the import restrictions that had been 
removed the previous April. 


25 The high level of accumulation in New Zealand is not fully 
apparent in the table because accumulation of business inven- 
tories was partly offset by the drawing down of the huge stocks of 
wool built up during the water-front strike in the previous year. 
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_ Source: Australia: Commonwealth Bureau of 

as Census and Statistics, Monthly Review of Business 
Statistics; New Zealand: Census and Statistics De- 
partment, Monthly Abstract of Statistics. 


For both Australia and New Zealand, wage 


No index of industrial production is available for 
Australia but a decline of nearly 5 per cent in employ- 
ment in factories in 1952/53 and an increase of more 
than 5 per cent in 1953/54 give some measure of the 
recession and recovery in industrial activity during the 
period. In New Zealand, factory output in 1952/53 was 
about the same as in the preceding year but in 1953/54 
it resumed its upward course. 


1949/50 1950/51 
Australia=sst eee 94.7 98.7 
New Zealand>........... 96.7 98.2 


Source: Australia: Monthly Review of Business 
Statistics (Canberra); New Zealand: Monthly Ab- 
stract of Statistics (Wellington). 


Prices and wages 


The movement of domestic prices in both countries 
has been closely correlated with that of import prices, 
which until 1951/52 had risen virtually without inter- 
ruption for many years. Subsequently, import prices 
began to level off or decline. However, consumer prices 
and wages continued to rise in 1952/53 and in 1953/54 
in both countries (see table 14). In Australia the rate 
of increase in 1952/53 was still fairly high (about 10 
per cent), reflecting in part earlier increases in import 
prices. The rate of increase was considerably reduced 
the following year. In New Zealand, on the other hand, 
the 1952/53 rate of increase in consumer prices was 
maintained in 1953/54, the rise in the latter year being 
largely wage-induced. 


99.0 
103.0 
rates represent sipmaiiall weekly rates oe adult 
males. ao = 
» Figures relate to twelve months ending 30June 
of the year indicated. 
¢Figures relate to.twelve months ending 
31 March of the year indicated. 


The recession in Australia in 1952/53 was accom-_ 
panied by an appreciable decline in employment and 
by a sharp rise in unemployment from the very low 
level of previous years. Despite the recovery in 1953/ 
54, employment was barely equal to that of 1951/52. 
In New Zealand, where unemployment has consistently 
been extremely low, there was no faltering in the rate 
of increase in employment. Indices of employment are 


shown below (1951/52=100) : q 
1951/52 1952/53 1953/54 
100.0 97.0 99.4 
100.0 102.0 105.0 


* Wage and salary workers, excluding household 
domestic and rural workers. 
» Excluding farming, fishing, hunting, trapping. 


DEVELOPMENTS IN JAPAN 


In 1953, as compared with 1952, industrial produc- 
tion increased by about 22 per cent (sge table 15), and 
consiruction activity registered a small gain over the 
previous year. Agricultural production, on the other 
hand, fell sharply, owing to a decline of about 20 per 
cent in rice output. As a result, gross national product 
in 1953 showed an increase of only about 10 per cent 
in real terms. All the demand components contributed 
to this increase except the real balance of exports and 
imports, which changed from a small surplus in 1952 
to a substantial deficit in 1953, largely as a result of 
the increase in imports. The rise in real consumption 
was proportionately less than that in gross national 
product. The marked deterioration in the balance of 


payments towards the end of 1953 prompted the Gov- 
ernment to adopt a deflationary policy in 1954.2 
Table 15. Japan: Indices of Industrial and Agricul- 
_ tural Production, Retail Prices and Earnings, 
1950 to 1954 
(1952 = 100) 


Item 1950 1951 1952 1953 1954 


Industrial production®.... 67 91 100 122 130 
Agricultural production>.. 86 90 100 a5 Awe 
BretAIMPTICES. . ew 82-955 100" 207) “118 
Real earningse........... 32 89 100 109- 110 


Source: Bank of Japan, Economic Statistics Monthly (Tokyo); 
Economic Counsel Board, Japanese Economic Indicators (Tokyo). 
Food and Agriculture Organization of the United Nations. 

* Including manufacturing, mining, electricity and manu- 
factured gas. é 

> Figures are for crop years, beginning in the year indicated. 
A ¢ Monthly earnings in manufacturing, mining, commerce and 

mance. 


The increase of 7 per cent in industrial production 
in 1954 was accounted for by the substantial increase 
in government demand and by the continuation of in- 
ventory accumulation financed by the expansion of 
bank credit. Agricultural production increased, accord- 
ing to preliminary estimates, by about 12 per cent, 
mainly as a result of a larger rice crop. With the 
changes in other sectors of the economy, real gross 
national product in 1954 showed a further substantial 
increase, which was, however, smaller than that of 1953. 


28 According to the official forecast, real gross national product 
in 1954 was to increase by 3 per cent, which was to be accounted 
for entirely by a rise in agricultural production. The aim of the 
deflationary policy was to bring demand factors into line with 
this small increase in gross national product. The real balance of 
exports and imports was to rise, while a small increase in private 
consumption (in proportion to the gain in gross national prod- 
uct) was to be offset by a decline in both private investment and 
government expenditure. 
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On the demand side, the real balance of foreign trade 
improved in 1954 although not to the extent expected. 
During the first half of 1954 the volume of imports 
rose sharply above the 1953 level, in spite of the an- 
nounced cuts in allocation of foreign exchange at the 
beginning of the year. Except for foodstuffs, which were 
imported by the Government after the crop failure of 
1953, the increase in imports was partly speculative 
in nature and was financed by foreign exchange left in 
private hands under various export incentive schemes. 
However, the volume of imports started to fall during 
the second half of 1954. The reasons for this were more 
strict control of imports, slackening in the rate of 
increase in industrial production and a decrease in im- 
ports of staple foods as a result of improved domestic 
production. For the year as a whole, the volume of 
imports was about 4 per cent higher than in 1953. By 
contrast, for the same period the volume of exports 
expanded more than 20 per cent. Invisible receipts, 
other than special procurements, which declined 
sharply, probably also increased. 


Contrary to the forecast, there was a substantial rise | 
in government expenditure as a result of increases in 
expenditures on investment and armament. Private in- 
vestment in fixed capital increased, but construction 
activity declined. Total private investment rose, partly 
because of substantial accumulation of producer and 
trader inventories, which resulted from rather stable 
consumption in the face of the rise in industrial output. 


Consumption rose slightly in 1954, but less than in 
proportion to the increase in gross national product. 
The index of urban consumer prices rose significantly, 
but real earnings of workers remained fairly stable. 
The index of employment in enterprises employing 
more than thirty persons showed a small increase in 


1954. 


In all centrally planned economies of eastern 
Europe,? important changes took place in 1954 in the 
pattern of production, in the allocation of investment 
among different industries and in the share of consump- 
tion in national income. These changes were the result 
of the new economic policies adopted during the second 
half of 1953, with a view to eliminating certain dispro- 
portions among various sectors of the economy which 
had developed during the preceding period of rapid 
industrialization. The main objectives of the policies 
were to achieve in a period of two to three years a 
substantial rise in output of industrial consumer goods 
and agricultural products, andto increase output of 
certain basic industries, such as fuel, power and mining, 
which had lagged considerably behind the expansion 
of manufacturing, especially the expansion of metal- 
lurgical and engineering sectors of heavy industry. To 
this end, resources were shifted from investment to con- 
sumption, and consumer goods industries and agricul- 
ture were assigned a higher priority in the investment 
programme. At the same time disposable income of the 
population was raised through increases in wages and 
higher prices paid to peasants for government pur- 
chases; retail prices in government and co-operative 
trade were reduced. 


Although considerable progress was achieved, the 
conversion of economies geared for many years to rapid 
expansion of heavy industry proved to be difficult and 
costly. The improvement in the supply of consumer 
goods resulted in a substantial increase in real incomes 
but was not commensurate with the rise in demand, 
and scarcities of various consumer goods persisted. 


The main obstacle to the further rise in output of 
light industry and food-processing industries was the 
searcity of raw materials due to the lag in agricultural 
output. This problem, underlined by a disappointing 
harvest in 1954, together with considerations related to 
the military potential, prompted a reappraisal of eco- 
nomic policies in some countries of the area. A new 
policy was announced in the Union of Soviet Socialist 
Republics at the beginning of 1955. 


The new policy restores high priority to the expan- 
sion of heavy industry and puts less emphasis on the 
development of light industry and food processing in- 
dustries. However, it does not represent a return to the 


* Except Yugoslavia, which is dealt with separately. 
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‘pattern of development preceding the changes in 
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duced in 1953. While agricultural production had been — 
neglected in that period, the new pronouncements gave 3 
even more prominence to the development of agricul- 
ture than it had received in 1953. The present policy — 
seems to reflect the view that further extensive develop- — 
ment of light industry and food processing industries 

must be preceded by a huge expansion of agriculture, 
and that until this objective has been achieved rapid 
expansion of capacity in consumer goods industries at — 
the cost of slowing down expansion in heavy industry 
would merely hamper the future development of the — 
economy. 


In contrast to the centrally planned economies of 
eastern Europe, mainland China in 1954 continued to 
expand its investment at a rapid rate. During the period 
under review, there were no major changes in planning 
and in carrying out the policy announced at the incep- 
tion of the first five-year plan in 1953. In 1953 and 
1954, the rate of expansion in the output of heavy in- 
dustry exceeded that in consumer goods industries. 
However, production of consumer goods also rose sub- 
stantially. Owing to drought in some areas and floods 
in others, there was only a small increase in food pro- 
duction. The increase in output of food and industrial 
consumer goods together with the release of accumu- 
lated stocks made possible an increase in real wages of 
industrial workers and in peasants’ incomes. However, 
as in the case of eastern European countries, although 
for different reasons, the improvement in the supply of 
consumer goods was not commensurate with the rise 
in demand. Partial rationing of certain essentials (food 
grains, vegetable oils and cotton cloth) was introduced 
in urban areas and in certain rural areas in the latter 
part of 1953 and in 1954, Retail prices remained 
approximately unchanged in the period under review. 


In Yugoslavia, the recovery in agricultural produc- 
tion in 1953 and the sharp decline in 1954 were im- 
portant influences in shaping the economic situation in 
the period under review. Industrial production rose 
substantially in both years, following a two-year period 
of stagnation. The rise in investment and in exports, 
and in the latter part of the year the effect of the very 
poor harvest, gave rise to inflationary pressures in 1954, 
and real wages declined slightly. In order to counteract 
inflationary pressures, the Government at the end of 
the year imposed controls on profits of industrial enter- 
prises, investment and exports. 


ee 


a 


i a 
pchapter 2. Centrally planned economies 
4 


47 


: Eastern European Countries and Mainland China 


Mayor CHANGES IN Economic ACTIVITY, 
1953 anp 1954, 


Industrial production 


Industrial production continued to increase in 1954 
in all the centrally planned economies.? In the Union 
of Soviet Socialist Republics, the annual increase of 
13 per cent in 1954 exceeded those of 1953 and 1952. 
In all other countries of this group, the rates of in- 

crease were substantially smaller than in the preced- 
ing period (table 16). 


Table 16. Indices of Industrial Production in 
Centrally Planned Economies, 1951 to 1954 


(Preceding year = 100) 


Country 1954 1952 1953 1954 
ee ee HO AIR. Liz. 109 
China, mainland*........ 137» 137» 183s «123 
Czechoslovakia. ......... fe Lie HO 104 
Germany, eastern........ 122 116 113 110 
Hungary................ 130 12 112 ~~ 103 
UR ae i Es <i> «<u 124 120 118 Lit 
TES ae 129 123 114 107 
Union of Soviet 

Socialist Republics..... 116 111 112 113 


Source: Reports on fulfilment of plans. 

= Excluding output of individual craftsmen and handicraft 
co-operatives. 

b Average annual rate of increase during 1949-52. 

° Preliminary estimate. 


The reasons for this decline in the rate of expansion 
were not the same in mainland China as in the other 
centrally planned economies. In mainland China in- 
dustrial production (excluding output of handicrafts- 
men and handicraft co-operatives) increased by 23 per 
cent in 1954 as compared with a 33 per cent increase 
in 1953. The decline in the rate of increase was partly 


2 The countries analysed in this section do not publish regular 
statistical series. All data given in the chapter are derived from 
quarterly and annual reports on fulfilment of plans, budgetary 
statements and other official announcements published in the 
government daily press and other periodicals. Most of the data 
are given in percentage changes between the preceding year 
and the current year. Absolute figures are given from time to 
time for specific commodities. 


In the centrally planned economies of eastern Europe the 
percentage changes in industrial production relate to gross 
output. So long as the degree of double-counting involved in this 
method of computation remains unchanged, the indices of gross 
and net output move in a roughly parallel way. However, the 
degree of double-counting may be affected by structural changes 
in the economy. The effect of these changes is likely to be small 
over a short period, but it may be significant in longer-range 
comparisons. In the Union of Soviet Socialist Republics, the 
new index of industrial production used since 1952 is weighted 
on the basis of prices as of 1 January of that year. This has 
eliminated a major defect of the old index, in which the weight- 
ing was based on 1926/27 prices. The new index has not been 
extended back for the years preceding 1952. The concept of 
national income used in these countries corresponds to net 


due to the fact that by 1954 most idle capacity had been 
brought into use. But it was also due to the effect of 
changes in the structure of investment. In earlier years, 
as well as in 1953, the Government had devoted a large 
part of its investment programme to the restoration and 
reconstruction of existing productive capacity, with the 
result that investment expenditure brought about a 
rapid expansion in production. The new investment 
programme under the first five-year plan, which began 
in late 1953, concentrated on constructing new large- 
scale heavy industries, based to a large extent on capital 
equipment imported from the Union of Soviet Socialist 
Republics. A large part of this new construction was 
not yet completed and thus could not be used for pro- 
duction in 1954. . 


Among the remaining countries of this group, the 
decline in the rate of increase from 1953 to 1954 was 
rather moderate in Bulgaria and eastern Germany but 
elsewhere it was drastic—in Czechoslovakia from 10 to 
4 per cent, in Hungary from 12 to 3 per cent, in 
Romania from 14 to 7 per cent and in Poland from 18 
to 11 per cent. The decline in the annual rate of growth 
of industrial production was related to the new policies 
adopted in 1953, which involved a slowing down of the 
process of industrialization, a reduced share of invest- 
ment and an enhanced share of consumption in national 
income. However, these changes in policy were in part 
attributable to the lag in output of industrial and agri- 
cultural raw materials as well as in the production of 
fuel and power, and to the growing difficulty of adding 
to the industrial labour force; these tended to retard 
the advance of industrial production. In some countries 
inadequate supplies of imported raw materials were 
a further factor. These persisting bottlenecks were to a 
large extent responsible for the difficulties encountered 
in attempting to reach the targets set for 1954 in several 
countries of this group. 


output, inclusive of indirect taxes, of industry, agriculture, 
transport, communications and trade. Only percentage changes 
measured in constant prices are published. 


For mainland China, no national income data are published. 
A rough indication of changes in national income is provided 
by the official index of total output of industry and agriculture. 
Little information is available on the method of constructing 
this index although output data for individual commodities in 
both sectors are published. According to official statements, 
considerable effort is being made to improve the quality and 
the coverage of statistical information. 


The publications most frequently used in the chapter are the 
following. Bulgaria: Rabotnichesko Delo (Sofia); mainland 
China: Jin Min Erh Pao and People’s China (Peking) ; Czecho- 
slovakia: Rudé Prdévo and Czechoslovak Economic Bulletin 
(Prague); eastern Germany: Newes Deutschland and Die 
Wirtschaft (Berlin) ; Hungary: Szabad Nep, Statisztikai Szemle 
and Hungarian Bulletin (Budapest); Poland: Trybuna Ludu, 
Nowe Drogi and Gospodarka Planowa (Warsaw); Romania: 
Scinteia and Probleme Economice (Bucharest) ; Union of Soviet 
Socialist Republics: Pravda, Voprosy Ekonomiki, Statistichesky 
Vestnik and Planovoe Khozyaistvo (Moscow). 
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In some countries the shift of resources from invest- 
ment to consumer goods industries, required by the new 
policies, was not accomplished without some difficulty 
and dislocation. The smooth flow of raw materials and 
semi-fabricated goods through the productive process 
was interrupted, leading to undue accumulation of 
stocks at some stages and bottlenecks at others. In the 
first quarter of the year, the severe weather created 
special problems in the supply of fuel and power. In 
these circumstances, though productivity was improved 
and costs reduced, what was accomplished in this re- 
gard fell considerably short of the plan in most coun- 
tries of the group. 


The most serious difficulties were experienced in 
Czechoslovakia and Hungary. In these two countries a 
drastic upward revision of the targets for heavy indus- 
try in 1950 involved major alterations in the structure 
of their economies, and the change of policy in 1953 
and its consequences were therefore more pronounced 
than in other countries. In both countries the plans for 
fuel, coal and engineering were not fulfilled, which 
created difficulties in other industries. In Czechoslo- 
vakia, there was a further revision of plans in the course 
of the year, involving the scaling down of targets. The 
bottlenecks in coal, ore, rolled steel and some other 
industries prevented the fulfilment of export targets 
and thus adversely affected imports of raw materials 
and food. In Hungary, the dislocation resulting from 
the shift in policy was even greater, and thus the re- 
quired transfer of resources was much more difficult to 
achieve. The output of consumer goods increased sub- 
stantially but that of producers’ goods fell, productivity 
declined and costs increased. 


In Bulgaria and Romania, which are the least indus- 
trialized countries of this group, and in Poland, where 
the original plan had not been altered, the changes 
introduced in 1954 were much more moderate than in 
Czechoslovakia and Hungary. 


The output of consumer goods increased substantially 
in all the centrally planned economies. In the eastern 
European countries, the increases were particularly 
striking with respect to durable consumer goods, which 
had been produced on a very small scale in the preced- 
ing period. In most countries the output of consumer 
goods increased in 1954 either at a higher rate than 
that of producers’ goods, or at the same rate, as is 
apparent from the incomplete data set out in table 17. 
No aggregate data are available for Bulgaria and the 
Union of Soviet Socialist Republics. However, the in- 
dices for specific goods seem to indicate that in these 
countries also the increases in the output of consumer 
goods were very substantial, although it is not certain 
whether the difference between the rates of increase in 
the two sectors was narrowed. In mainland China the 
output of producers’ goods continued to increase at a 
higher rate than that of consumer goods although the 
latter also showed substantial increases. 
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Table 17. Indices of Output of Consumer and 
Producers’ Goods in Centrally Planned Economies - 


of Eastern Europe, 1954 
(1953 = 100) | 
nn EEE EEE EEESSEEENSISSEESSEES Ea! 
Consumer Producers’ 
Country Total goods goods 
Czechoslovakia.......... ~ 104 105 104 
Germany, eastern......... 111 116 sa 
NPAT eet aps one < ony 103 1105 97> 
Polande-se ret seis seiees igi llle llle 
Romaniacses tees a eee 107 lll 104 


Source: Reports on fulfilment of plans. 4 

* Light industry only; in the food processing industry 112. 

> Including consumer goods produced by igh industry. 

© Based on official statements that the rates of increase were 


approximately the same for producers’ goods as for consumer ~ 


goods. 


The increase in the output of consumer goods was 
made possible in all centrally planned economies by 
a more complete utilization of existing capacity as 
well as by new capacity coming into use. In eastern 
European countries, an improved supply of agricul- 
tural raw materials from the 1953 harvest, higher im- 
ports of raw materials for use in light industry, the 
larger share of fuel, power and labour allocated to 
consumer goods industries, and probably also the draw- 
ing down of reserve stocks, helped to account for the 
increase. Although the rise in investment in consumer 
goods industries could not have an appreciable effect 
on output in 1954, the higher priority given to these 
industries in the distribution of resources made for 
better utilization of capacity and accelerated the com- 
pletion of plants in process of construction. For durable 
consumer goods, the increase in output was achieved 
in part by devoting more capacity in heavy industry 
to their production. 


Employment and productivity 


In the Union of Soviet Socialist Republics and in 
mainland China, industrial employment increased at 
the same rate as in 1953. While the rate of increase was 
slightly higher in Bulgaria, in the remaining countries 
of the group it was lower than in the preceding year. 
In several countries, especially in Czechoslovakia, east- 
ern Germany and Hungary, labour was in short supply 
in some sectors of the economy.® This was partly owing 
to the fact that, in conformity with the new economic 
policy, further withdrawals of manpower from agri- 
culture were restricted. Moreover, some labour flowed 
back to the rural areas as a result of various advantages 
accorded to peasants under the new policy. 


Output per man increased more than in 1953 (table 
18) in the Union of Soviet Socialist Republics and in 
mainland China. In most of the other countries the 
increases were much smaller than in earlier years. In 


: Nabe aed 
In Hungary, the reorganization in industry and in adminis- 
trative service gave rise to some temporary unemployment 
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Table 18. Indices of Industrial Employment and Output per Man in Centrally Planned Economies, 
1951 to 1954 


s (Preceding year = 100) 


; Cound Industrial employment Output per man® 
q 1951 1952 1953 1954 1951 1952 1953 1954 
Bulgaria... 0.2... 104 106 105 106 114 111 107 102 
echina, mainland................. ae 122 115 phe Sty Rs 113 
WCzechoslovakia.,................ 105 101 103 102 110 116 107 102 
: fsevinany, Caster... 22. ies cence 112 105 107 105» 113> 113» 109» 104» 
ae ee 114 112 108 105° => 114 111 104 98.5 
ene oie er es as cs 109 106 1 104 114 113 lll 107 
RMR Ce Sat. ee ee LET 109 Rent 104 110 113 Set 103 
; Union of Soviet Socialist Republics.. 106 104 106 106¢ 110 107 106 107 
he SRS el Se oe Se a ne ie ese te 
Source: Reports on fulfilment of plans. > Nationalized industry only. 
*In some instances indices of employment in industry are ° Total employment increased by one per cent. 
derived from indices of production and of output per man; in 4 Total employment increased by 12 per cent. 
others it is the index of output per man which is derived. * Total employment increased by 4 per cent. 
Bulgaria the rise in output per man was only 2 per cent, In 1954, as a result of bad weather in eastern Europe, 
compared with 14, 1] and 7 per cent increases in the grain crops were smaller in most countries of the area. 
preceding three years, while in Hungary output per The sharpest declines took place in Bulgaria and in 
man fell by 1.5 per cent as compared with 1953. In Hungary where bread grains fell about 11 per cent. 
most of the countries of this group the targets set for The grain crop as a whole fell less, since in Hungary the 
output per man were not fulfilled. This was partly the output of maize was higher and in Bulgaria the output 
effect of a severe winter in 1953/54, which in many of coarse grain remained unchanged. Cattle numbers 
countries led to shortages of fuel and power and caused remained unchanged in both countries, but the number 
interruption of work. Probably a more important factor of hogs increased in Hungary. In eastern Germany out- 
was the slowing down of production because of the put of grains and pulses declined by 2 per cent, while 
structural changes necessitated by the shift towards potatoes, sugar-beets and fodder crops increased by 20, 
consumer output. 19 and 39 per cent; livestock remained unchanged, 
except that the number of sheep rose by 11 per cent. 
Agricultural production In Romania bread grains declined, but the maize crop 
’ . } was substantially higher, and agricultural output ap- 
Agricultural production generally increased - 1953. pears to have risen in total. In Czechoslovakia crops 
The greatest increase took place in Hungary, which had were lower, but output of livestock products rose by 5 
suffered a disastrous decline in 1952; there agricul- per cent. Cattle and sheep numbers were unchanged, 
tural production rose by about 28 per cent in 1953. but the number of hogs increased. 
Livestock numbers, however, were lower than in 1952. 
In Czechoslovakia, all crops except wheat, oats and In the Union of Soviet Socialist Republics total agri- 
rape-seed were substantially higher than in 1952, but, cultural production was very slightly above 1953. The 
as in Hungary, the number and yield of livestock were grain crop was somewhat better than in 1953 despite a 
reduced. In Bulgaria and Romania crops increased substantial fall in crops in the southern Ukraine and in 
substantially, and livestock numbers increased slightly. the Volga region due to bad weather; the output of 
In the Union of Soviet Socialist Republics the grain cotton, flax,* potatoes and vegetables was higher than 
crop was lower than in 1952, the potato crop unchanged in 1953. Livestock numbers increased—cattle by 3 per 
and crops of cotton, sugar-beets, sunflower seeds and cent, hogs by 7 per cent and sheep by 2 per cent. In 
vegetables higher; livestock numbers increased sub- mainland China, output of food grains increased by 3 
stantially. In mainland China, total agricultural pro- per cent, mainly as a result of an increase in the output 
duction increased by 1.5 per cent above the 1952 level. of wheat. Production of cotton in 1954 remained at the 
Production of food grains increased only slightly. The level of 1953, but other industrial crops, as well as 
increase in the output of sugar-cane, tobacco, some livestock products, continued to show continuous sub- 
important oil-bearing crops and livestock was offset by stantial increases. Only in Poland was agricultural pro- 
a large decline in output of cotton. In Poland the grain duction appreciably higher in 1954 than in 1953; crops 
crop was lower, mainly because of a decline in coarse ‘fe sete 
grains, while output of sugar-beets and potatoes rose 4The increase in the crop of flax represented only a slight 


and there was an increase in livestock numbers. recovery from the sharp decline in the period 1951 to 1953. 
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Table 19. Indices of National Income and Investment in Centrally Planned Economies, 1951 to 1954 


(Preceding year = 100) 
I 


National income Investment 
ig rahe 1951 1952 1953 1954 1951 1952 1953 1954 
SSS ee 
fa here ceoratictens ane ee LS 136 as 116 ty 141 114 111 984 
reac es Beat ete Min ey St Bees Ate 111» 113> oa" ate 118 131 
Czechoslovakia... .........00--+- 110 115 105 Pee he 117 100 100 
Germany, eastern..............+- 116 111 106° Ente 141 135 121 105: 
EID BALV EEN eis oot cae Uae iene Fak 123 105 112 ee 145 125 107¢ 67 
maa. ee te a Lee: 112 110 110 107 138 122 115 102 
Ronianiasan. estes rasshrpertnees i be ee ache IE 136 128 ne 
Union of Soviet Socialist Republics... 112 111 108 mil 112 gH 104. 115 
emma ee Ne ene MSE MENON, Ye RNIN EURO td re UE de tt ER 
Source: Reports on fulfilment of plans. > Preliminary estimate. Total output of agriculture andindustry. 


¢ Partly estimated. : 
4 Six months. According to some official sources the increase 


was only 3 per cent. 


* Derived from data on planned total investment and on per- 
centage fulfilment of the plan. 


were higher by 6.7 per cent, grains alone by 10 per creased, but at a lower rate than in the previous year; 

cent,° livestock production by 2.4 per cent and total in Czechoslovakia and Hungary national income in- 

agricultural output by 4.8 per cent. creased little, if at all, and in Hungary it may have 
declined. 


National income and investment ; 
Investment in fixed capital in 1954 increased in both 


the Union of Soviet Socialist Republics and mainland 
China. In the Soviet Union investment increased by 15 
per cent as compared with the exceptionally low rate of 
4 per cent in 1953, but the rate of increase was not much 
higher than that achieved in 1951 and in 1952. In main- 
land China, owing to the acceleration of industrializa- 
tion under the five-year plan, investment in fixed capi- 
tal, which had increased by about 18 per cent in 1953, 
showed a further large increase of about 31 per cent in 
1954. 


In the Union of Soviet Socialist Republics and in 
mainland China, national income increased in 1954 at 
a higher rate than in 1953. The rates of increase for the 
Union of Soviet Socialist Republics were 11 per cent 
as compared with 8 per cent in 1953, and for mainland 
China 12.6 per cent® as compared with 11.4 per cent 
(table 19). In most other countries the rate of increase 
slackened perceptibly. In Poland it fell from 10 per 
cent in 1953 to 7 per cent in 1954. Very tentative esti- 
mates for other countries of the group suggest that in 
eastern Germany and Romania national income in- 


* This represented in part a recovery from the poor harvest In other countries of this group, investment in fixed 


wee Fae ae ae Co ae = capital either declined, remained unchanged or in- 
or mainian ina, € index of total output in agriculture . 

and industry was used as an indicator of changes in national creased at < much slower res than in 1953. In eastern 
aay Germany investment in fixed capital in the first half 


Table 20. Indices of Investment in Selected Sectors of the Centrally Planned Economies 
of Eastern Europe, 1954 
(Preceding year = 100) 
eee 


Czechoslovakia® East G 4 Poland> R 7 ) 

Item (Full year) (First half) (Full year) (Fall year) (First half) 

Total 100 1054 102 fas 114 

Laghicindissty yt aa 02Suleies a foake te ee 227 ro 167 

Food processing industry....... a 280 ee 181) — 

PRICE Gc itarian fo aces chic 200 sake 137 160 153 

TAS emcee ee tens peed ree is ae 230 

Boising. ig a Fea 139 198 121e Pe 120 
Source: Reports on fulfilment of plans. 4 According to other official sources, 3 per cent 
*The index for social and cultural services was only. For the year as a whole, investment in the 
182. food Heike oe industry increased by 56 per cent, 
> The index for social and cultural services was in light industry by 11 per cent, and in housing by 
123. 13 per cent. No data on total investment were 

published. 


¢ The index for transport was 108. ° Housing and public utilities 
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_ of the year increased by 5 per cent as compared with 
_ 21 per cent in 1953 as a whole. In Poland investment 
_ rose by 2 per cent, as compared with 15 per cent in 
_ 1953. In Czechoslovakia in.both 1953 and 1954 invest- 
_ ment remained at the level of 1952. In Bulgaria invest- 
‘ment declined by 2 per cent in 1954, as compared with 
an increase of 11 per cent in 1953. Hungary was the 
only country of the group where investment declined 
sharply, in fact by as much as 33 per cent. 


The changes in investment in eastern Europe de- 
scribed above were mainly the outcome of the decision 
to increase the share of consumption in national in- 
come. However, in some countries investment plans 
were not fulfilled, partly at least because of the diffi- 
culties inherent in bringing about shifts in the distri- 
bution of investment. The fragmentary data presented 
in table 20 give a general indication of the direction 
and magnitude of these shifts. 


The very large increases in investment in light in- 
dustry and in food processing industries, agriculture 
and housing in eastern European countries, when set 

__ against the increases in total investment, show that the 
rate of increase in heavy industry was lower than the 
average. This difference was not necessarily very con- 
siderable. The sectors in which the sharpest increases 
took place claimed less than 20 per cent of the total 
in 19537 and consequently a sharp rise in investment in 
these sectors would not depress substantially the rate of 
increase in investment in heavy industry as compared 
with the average rate. 


It seems, however, that in some countries investment 
in heavy industry did in fact decline. In Hungary there 
was obviously a decline, since total investment was 
drastically reduced while substantial increases took 
place in agriculture, housing and other consumer goods 
sectors. The small increase in total investment in 
Poland, in the face of substantial increases in certain 
consumer sectors, indicates a decline in investment in 
heavy industry. It is also possible that total investment 
in heavy industry declined in eastern Germany and in 
Czechoslovakia despite the fact that investment in 
power and mining increased in both countries. In east- 
ern Germany it was officially stated that the sharp in- 
creases in investment in consumer industries and in coal 
and power in the first quarter of 1954 were made pos- 
sible by a 49 per cent decline in investment in the 
metallurgical industry and by a 68 per cent decline in 
investment in the engineering industry. In Czechoslo- 
vakia total investment for the year as a whole remained 


7 For instance, in Poland in 1953 investment in agriculture 
absorbed 9 per cent of the total, light industries 7 per cent; in 
the Union of Soviet Socialist Republics, food processing and 
light industry 5 per cent, and agriculture 8 per cent. In Romania 
the plan for 1951 to 1955 allocated 9 per cent of total investment 
to light industry and 10 per cent to agriculture. In most of the 
countries investment in heavy industry claimed 40 to 50 per 
cent of the total. 


at the 1953 level, while investment in consumer goods 


industries and in agriculture increased sharply. This 


would indicate a fall in investment in heavy industry 
although investment in power stations increased by 7 
per cent. In the Union of Soviet Socialist Republics, 
where investment in heavy industry increased in 1954, 
an estimate based on the data for the first half of 1954 
seems to indicate that this increase must have been very 
small by comparison with a 15 per cent increase in 
total investment. In mainland China, where the policy 
of rapid industrialization continued in 1954, invest- 


ment in heavy industry increased much more than did 


investment in consumer goods industries and agricul- 
ture. 


In the Soviet Union, where national income increased 
by 11 per cent and investment by 15 per cent in 1954, 
investment absorbed a larger share of national income 
than in 1953.8 The same was true of mainland China. 
In most other centrally planned economies, the share 
of investment declined, in accordance with the policy 
announced in 1953. 


In eastern European countries other than the Union 
of Soviet Socialist Republics, the effect of these changes 
in investment on that part of national income available 
for consumption was enhanced by a decline in military 
expenditure. In most cases this decline was very slight. 
However, in the Union of Soviet Socialist Republics, 
where budgeted military expenditure was lower by 
about 10 per cent in 1954 than in 1953, this decline 
could easily have offset the effect of the rise in invest- 
ment and brought about an increase in the share of 
consumption in national income.® 


Demand-supply position 


In 1954, in all centrally planned economies, there 
were important changes in both demand and supply. 
However, developments in the eastern European cen- 
trally planned economies and in mainland China dif- 
fered considerably, partly in reflection of different 
policies applied in 1954. While mainland China con- 
tinued to pursue a policy of rapid industrialization, in 
most eastern European countries this policy was at 
least temporarily relaxed. 


In the latter countries, the supply of consumer goods 
increased substantially as a result of expanded output 
of light industry and the food processing industries, a 
sharp rise in output of durable consumer goods, an 
improvement in agricultural output because of the bet- 
ter 1953 harvest, which affected supply during the 
greater part of 1954, and also a drawing down of in- 
ventories. The increase in the market supply of con- 


5 In 1953 the share of investment in national income was 
sharply reduced; the increase in 1954 restored the 1952 ratio. 

°In the budget for 1955, military expenditures were raised 
by about 12 per cent. 
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sumer goods, as reflected in data on retail sales in State 
and co-operative trade, is shown in table 21. 


Table 21. Indices of Volume of Retail Sales in State 
and Co-operative Trade in Centrally Planned 
Economies, 1954 


(1953 = 100) 
Country Index 
SUN ATIA 8 eal eee 05 aie cise cumple ae eeetleie oma ale ial. 2 129 
Ghinassmain lander chy ceiaeitciora tie cheers seni ote 118 
Czechoslovakia’ herr... ca cectenreriectr stmt are 120 
Gertnany eastern xin iin. oes Fo ecla vie oe we ss ae 114 
ROIS Vc tee testis en ae nyt os Se esses eee [zy 
ROlANG Wee Pere eT Ree oe creat seks 118 
ROMATIAS tees re oe ae rake oe eee aT wae 115 
Union of Soviet Socialist Republics.............. 118 


Source: Reports on fulfilment of plans. 
® Six months. 
b Including private trade. 


In several countries sales in rural districts increased 
more than sales as a whole, which no doubt reflected the 
effort to divert a, larger proportion of industrial goods 
to rural areas in order to encourage larger output and 
deliveries of agricultural products. However, this in- 
erease may reflect also the fact that retail sales include, 
in addition to consumer goods, certain investment 
- goods, such as building materials, cement and some 
farm implements, sold to agricultural producers. The 
increased sales of such goods could not significantly 
influence the over-all index, but might have had an 
important effect on the trend of sales in rural areas. 


Although in previous years data on retail sales in 
State and co-operative trade might have reflected in 
part a shift from private trade, either in urban areas 
or on farm markets or both, this does not seem to have 
been the case in 1954. Indeed, sales on farm markets 
increased in all countries of this group, and private 
trade by handicraftsmen and small retailers was en- 
couraged in several countries. The growth of private 
trade was especially important in eastern Germany, 
where it represented a significant proportion of all 
trade, and in Hungary, where handicraftsmens’ output 
and sales increased substantially in 1954. The rise in 
supply on farm markets was particularly large in Bul- 
garia, Romania and Hungary. 


In most of the countries, sales of industrial consumer 
goods increased proportionally more than sales of food. 
The large rates of increase in supply of durable goods 
in several countries must be considered in relation to 
the rather low volume of output during the preceding 
period. There was, however, a substantial increase in 
absolute terms in the supply of such staples as textiles 
and footwear in most countries of this group.2° 


*©In Romania there was only a moderate increase in the 
supply of these goods; sales of food increased more than sales 
of industrial consumer goods. 


In 1954, as in 1953, retail prices of consumer goods 
in State and co-operative trade were reduced. In the ~ 
Union of Soviet Socialist Republics, eastern Germany 
and Hungary, prices were reduced much less than in 
1953, while in Czechoslovakia and Poland they were 
reduced more than in 1953.11 In Hungary, Romania 
and Bulgaria, at least in the first half of 1954, prices 
of several foods on farm markets were lower than in 
the corresponding period of 1953. In Bulgaria the 


decline amounted to about 10 per cent. 


Despite the increase in supply of consumer goods 
in all countries of eastern Europe, there was no signifi- 
cant improvement in the relation of supply to demand. 
In fact, in some countries the pressure of demand upon 
supply seems to have increased. The increase in demand 
in 1954 reflected a substantial rise in the incomes of the 
population as a result of various measures introduced 
in the latter part of 1953 and in 1954. Money wages 
were raised, and furthermore there was unauthorized 
over-spending of wage funds by State enterprises. In- 
come taxes and subscriptions to loans were reduced. 
Simultaneously, the incomes of peasants were substan- 
tially increased by the rise in prices paid for deliveries 
or contractual purchases by government agencies, by 
the reduction in delivery quotas, which left a larger 
share of output for sale at higher prices in the free 
market, and by the reduction in taxation. 


In all countries of the group except the Union of 
Soviet Socialist Republics and Poland, the rise in wages 
far exceeded the increase in productivity in industry. 
The disparity between changes in productivity and 
money incomes was not limited to industry. Indeed, the 
rise in prices paid to peasants by government purchas- 
ing agencies, the reduction in taxes and other measures 
introduced in 1953 and 1954 in all eastern European 
countries increased peasant money income per unit of 
output. It follows that the average money income of the 
population increased more than average productivity, 
a disparity which tended to create an unbalance between 
demand and supply. The price reductions on consumer 
goods in government and co-operative trade that took 
place in 1953 and 1954 were in some countries an even 
more important influence tending in the same direction. 


Since the Government claimed a smaller share of the 
national product for investment and military expendi- 
ture, a larger share of output was available for con- 
sumption. However, it appears that at the price levels 
established and maintained in 1954, the shift in the 
composition of output in favour of consumers did not 
match the shift in purchasing power described above. 
In these circumstances, demand continued to press upon 
supply and in some countries the pressure was accentu- 


ated, especially as compared with the second half of 
1953. 


“In Czechoslovakia prices were reduced by about 10 per 


ey Poland by 6 per cent and in the USSR by 4 per cent 


Chapter 2. Centrally planned economies 


: It seems probable that in several countries the new 
income-price relationships were not introduced on the 
basis of careful planning of supply and demand but 
_rather were conceived of—at least in part—as a means 
of encouraging higher production in agriculture and 
in industry. In the Union of Soviet Socialist Republics 
it was officially stated that prices were reduced as a 
matter of policy even though the lower prices were not 
fully warranted by the supply situation. 


These developments took place against a background 
of rising real incomes and consumption, and in these 
circumstances there was a tendency for demand to shift 
towards better quality products. Thus, the pressure of 
demand expressed itself in specific shortages of certain 
foodstuffs and industrial consumer goods. Prices in 
government trade were maintained at the reduced level, 
but in some countries the pressure of demand led to 
an increase in prices of certain goods on free markets 
and encouraged black market operations. In some coun- 
tries manufactured goods were purchased by specu- 
lators for resale at higher prices, and in the rural areas 
illegal slaughtering” and sale of livestock took place. 


While in all countries of the group there were short- 
ages of some industrial consumer goods, in most coun- 
tries the principal shortages were in foodstuffs, prin- 
cipally animal products, fruits and some vegetables. 
In Hungary, for example, prices of these foodstuffs rose 
on farm markets. In Poland there was an extension of 
black market operations in meat, especially in the 
second half of the year. 


Romania and eastern Germany, the only two coun- 
tries of the group in which rationing was maintained in 
1954, had both announced their intention of abolishing 
it in the course of the year. However, in eastern Ger- 
many the supply-demand situation did not improve 
enough to permit derationing. In Romania, the sub- 
stantial increase in the output of food and industrial 
consumer goods, together with the fact that prices were 
not much reduced, brought supply and demand into 
better balance than in several other countries. When 
rationing was abolished** at the end of the year, prices 
of most consumer goods were raised to the level of free 
sale prices, which were substantially higher, while 
prices of some foodstuffs (meat, beans, eggs, milk) were 
raised above the free sale prices. However, prices of 
some industrial consumer goods, farm implements and 
building materials were set at a level about 10 to 20 per 
cent below former free sale prices. The effect on real 
wages of the increase in prices of goods previously 
rationed was at least in part compensated for by a rise 
in wages, bonuses, pensions and other payments to 
wage and salary earners. The extent of this compensa- 
tion cannot be ascertained for lack of adequate data, 


12 Before fulfilment of delivery quotas. 

18 Although rationing and the system of dual prices were 
abolished, special coupons were introduced for wage earners, 
entitling them to priority purchases of bread. 
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especially with respect to the share of rationed supply 
in total purchases of wage earners. For the peasants, 
the reduction of about 10 to 20 per cent in the prices 
of manufactured goods and of various agricultural 
implements represented a net gain. 


In mainland China, changes in the relationship be- 
tween demand and supply were different from those in 
the centrally planned economies of eastern Europe. 
Moreover, the situation changed notably in the course 
of the period under review. During 1952 and most of 
1953 the rise in government investment and military 
expenditure was accompanied by an increase in the 
supply of consumer goods approximately sufficient to 
meet the growing demand. The volume of total retail 
turnover increased by about 20 per cent in each of these 
two years. However, the situation changed in 1954. The 
large increase in consumer income, arising out of a 
sharp rise in government investment expenditure, not 
fully financed by taxation, was not matched by the rise 
in supply of consumer goods. On the one hand, the 
increase in production of industrial consumer goods 
was smaller than for total industrial production, as a 
result of the Government’s policy of speeding up the 
rate of industrialization; on the other hand, the plan 
for agriculture was not fulfilled because of bad weather. 


Retail sales increased by about 18 per cent in 1954. 
This was made possible by the substantial increase in 
output of industrial consumer goods and, in many in- 
stances, also by running down reserve stocks. However, 
there was an unbalance between demand for, and sup- 
ply of, some staples, such as cotton cloth, vegetable oil 
and food grains.** In large cities, moreover, the pressure 
of demand upon the supply of food was accentuated 
by a considerable increase in demand resulting from 
rapid expansion of industrial employment, which ab- 
sorbed a large influx of surplus rural labour. There- 
fore, in November 1953, the Government introduced 
in the large cities and certain rural areas a scheme of 
partial rationing of food grains and vegetable oils,** 
followed by rationing of cotton cloth in September 
1954, Average retail prices*® in eight large cities re- 
mained practically stable from 1952 to 1954. 


In spite of the deficiencies described, real incomes 
increased substantially in all countries of the group in 
1954. Money wages rose in Bulgaria by 5 per cent, in 


14 The domestic supply of certain agricultural staples could 
not have been appreciably affected by changes in exports since 
the volume of exports of these products did not increase sig- 
nificantly during this period. 

18 The scheme of rationing adopted for food grains and vege- 
table oils was confined to large cities and certain rural areas. 
The articles rationed varied in different regions: for instance, 
in the north region wheat flour was rationed but not rice, 
whereas in the south region the reverse was true. 

16 Retail price indices are based upon “parity savings units” 
or “parity wage units” in eight large cities. The parity units 
consist of a number of commodities, in fixed proportion, which 
reflect local consumption habits; for instance, in Shanghai: rice, 
coal briquettes, vegetable oil and cotton fabrics; in Peking: 
millet, wheat flour and cotton fabrics. 


per cent. Since prices declined, the increases in real 
wages in these countries were larger.*7 In Czechoslo- 
_vakia real wages increased by 20 per cent; in Hungary 
by 15 per cent. In Poland real wages rose by 12 per cent 
in 1954, while the average real income of peasants rose 
by 11 per cent, reflecting the increase in farm output 
and in the prices received, as well as the reduction in 
prices paid for manufactured goods. In the Union of 
Soviet Socialist Republics real wages increased by 5 


employment increased by more than 4 per cent, the 
real wage bill rose by about 10 per cent. Total income 
of the population increased by 11 per cent in real 
terms, which indicates an approximately parallel in- 
crease in the real income of peasants and that of the 
urban population. 


The particularly sharp rise in real wages in Czecho- 
slovakia, Hungary and Poland represents in part a 
recovery from the decline that had occurred between 
1950 and the latter part of 1953. Differences in the rates 
of increase in real wages among the countries of eastern 
Europe reflect the variety of their experience in foreign 
trade as it affected the supply of consumer goods, in 
agricultural production, which fluctuated sharply in 
some countries, as well as in the extent of the shift 
from investment to consumption that took place in 1954. 


In mainland China, real wages of industrial workers 
increased by 5 per cent in both years. Incomes of 
peasants also increased, reflecting the rise in output 
and in prices paid by government purchasing agencies. 
The rise in real incomes was made possible by an im- 
provement in supply of consumer goods arising from 
both an increase in output and the release of govern- 
ment stocks accumulated during the preceding years. 


PLANS AND POLICIES 


In 1954 the economic policies pursued in eastern 
European countries differed in many important respects 
from those followed in mainland China. While eastern 
European policies underwent considerable modification 
in 1953 and again in 1954, mainland China continued 
to follow the policy laid down at the inception of the 
current five-year plan of development. In view of these 
differences, mainland China is treated separately from 
the rest of the group in the following discussion. 


Until the end of 1954 all centrally planned economies 
of eastern Europe continued to follow the economic 
policies introduced during the second half of 1953. 
However, because of difficulties encountered in raising 
agricultural production, increased attention was de- 
voted to problems of agriculture. 


*TIn the case of scarcities the increases in real wages would 
not necessarily indicate a corresponding increase in “consump: 
tion. The case is similar to a decline in ration prices not asso- 
ciated with an increase in the ration. 
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_ Republics, however, it was decided to plough 13 
per cent mainly as a result of price reductions. Since 


capital investment and the resettlement of about — 


liveries, or red 
of priority sales of manufacture 

of deliveries. In several countries spec 
given to extending the area under cultivat 
slovakia and Poland announced plans to 
doned land, but in these two countries this polic 
have only limited scope. In the Union of Soviet 
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hectares of fallow and virgin lands in the easier ia 
of the country. This operation, which required huge 


200,000 workers, was successfully carried out, and the 
original target substantially exceeded. By the end aL +3 
the year 17.6 million hectares*® had been claimed for 
cultivation, which was equal to about 11 per cent of the 
previous sown area of the Soviet Union. . 


In most countries which have announced their plans, 
the policy pursued in 1954 is to be continued in 1955. 
As in 1954, the new annual plans give priority to 
expansion in output of consumer goods, raw materials, 
fuel and power—sectors which had lagged behind dur- 
ing the preceding period of rapid industrialization. 


Industrial production is planned to increase in 
1955 by 7 per cent in Czechoslovakia, by 9 per cent 
in Poland and the Union of Soviet Socialist Republics 
and by about 10 per cent in eastern Germany. In Czecho- 
slovakia, Germany, Hungary and Poland the output of 
consumer goods is to increase in 1955 at a faster rate 
than that of investment goods.'® However, the relation- 
ship between the rates of increase for consumer and 
investment goods planned for 1955 is generally con- 
sidered rather exceptional in the light of long-range 
objectives. It is intended primarily to bring about a 
better balance between the two types of output during 
a two-year or three-year period. 


In most countries of the area 1955 is the last year 
of the long-term plans of development now in progress. 
Czechoslovakia and Hungary, whose long-term plans 
ended in 1953 and 1954, respectively, decided to post- 
pone the beginning of their new long-term plans until 
1956 in order that they might be inaugurated simul- 
taneously with those of other countries.?° The new five- 
year plans for 1956 to 1960 are to be prepared incloser ~~ 
co-ordination, on the basis of division of labour among 
the countries of the group, and are to take into account 
such factors as availability of local resources of raw 
materials, fuel and power, as well as transportation 


** Only 3.6 million hectares were actually sown in 1954, 


se In Czechoslovakia, for instance, the planned increase in the 
food industry is 9.5 per cent. Light industry is to raise the out- 
put of goods for domestic consumption by 22 per cent, which 
may imply some reduction in exports. In Poland the target for 
investment goods is a 6 per cent increase, while the output of 
consumer goods is to increase by 11 per cent. 


ane Bulgaria the current five-year plan was inaugurated in 
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Source: Pravda (Moscow), 28 April 1954; 11 
February 1955. m : 


_ _*The data shown in this table cover not only 
allocations from the budget but also planned ex- 
ag aeen to be financed from funds accumulated 

ry industries. In addition to investment, alloca- 

tions for the national economy include all current 

¥ expenses of machine and tractor stations,subsidies, 
expenses of technical training in factories, expendi- 


costs and other elements determining comparative costs. 


4 Greater economic integration may imply in some coun- 
‘tries more emphasis on the development of agriculture 


and consumer goods industries, for export as well as 
for domestic consumption, and a slower rate of growth 
of certain segments of heavy industry whose products 
could readily be purchased at lower cost from other 
countries. 


At the time when these programmes were formulated, 
it was stated that the policies adopted in 1953 were to 
continue, at least during part of the new five-year plans. 
However, at the end of 1954, an important change took 
place in the economic policy of the Union of Soviet 
Socialist Republics. Hungary also announced its inten- 
tion of changing its policy. It was not known at the 
time of writing whether and to what extent similar 
policies would be adopted in other countries. 


The new policy of the Union of Soviet Socialist Re- 
publics strongly reasserts the priority of heavy indus- 
try, rejecting the view that at the present stage of 
development light industry should expand more rapidly 
than other industry. In official statements this policy is 
linked to requirements of development as well as: to 
considerations related to military potential. Accord- 
ingly, funds allocated for development of heavy in- 
dustry in 1955 are sharply increased, both in absolute 
terms and in relation to other industries, and those 
allocated for military expenditures also raised. Simul- 
taneously, loan subscriptions, reduced in 1953 and in 
1954, are almost doubled, bringing them to their 1952 
level, and—contrary to the practice of the past few 
years—the new budget does not provide for reductions 
in retail prices in 1955. However, although the em- 
phasis on rapid expansion of production of consumer 
goods is abandoned, even more stress than previously 
is put on the expansion of agriculture. 


ture on inventions and experiments not covered 
in the budget for education and other unspecified 
items. The data for 1954 are planned expenditure, 
not actual expenditure. 


> The total allocation of 74.4 billion roubles for 
1954 included 23.3 billion roubles for procurement 
of agricultural products. This sum was deducted in 


order to make the 1954 figures comparable with 
those for 1955. 


The shift in the priorities assigned to various sectors 
of the economy is reflected in the distribution of funds 
allocated for the development of the national economy, 
both from the budget and from the retained profits and 
amortization funds of industries and enterprises (table 
22). The data in the table are in current prices, and, 
because of the reduction in prices of investment goods 
and in freight rates announced for 1955, they do not 
reflect exactly the changes in real outlays. 


The striking features of the new financial plan are 
the 23 per cent increase in expenditure on heavy in- 
dustry, the 28 per cent increase in expenditure on 
agriculture and the 24 per cent decline in allocations 
for consumer goods industries and trade. Even more 
indicative is the change in the share of expenditure 
allocated to various sectors. The share of heavy indus- 
try is raised from 41 to about 49 per cent, that of agri- 
culture from about 16 to 20 per cent while that of 
consumer goods and trade is reduced from 11 to 8 per 
cent. No detailed information on the distribution of 
investment in 1955 has been published. However, the 
data on investment show a shift similar to that shown 
in total allocations for the national economy. Total 
investment in 1955 is to be 167.2 billion roubles, com- 
pared with 184.9 billion planned for 1954, but this 
apparent decrease reflects in part the reduction in the 
price of investment goods. Investment in heavy industry 
is planned to increase from 90 billion roubles to 93.5 
billion, raising its share of total investment from 49 to 
DD per cent. 

Military expenditures, which are not included in the 
expenditure for the national economy, had been reduced 
by 10 billion roubles in 1954, but in 1955 they are to 
increase from 100 billion to 112 billion in current 
prices, the increase in constant prices being still larger. 


The greater emphasis assigned to agriculture is re- 
flected in a new six-year plan of development. Detailed 
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measures for its implementation have been announced. 
The main targets in this plan, covering the period 1955 
to 1960, are shown in the following table (1954= 100) : 
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Estimated on the basis of average biological yield (standing © 


crop) in 1949-52, the latest data available. ntil 1953 estimates 
of the harvest were made on the basis of biological yield, but in 
that year it was announced that future estimates would be on 
the basis of barn yield. 

> Estimated on the basis of the planned increase in area sown 
assuming unchanged yields. 


The output of grain is planned to rise to a minimum 
of 164 million tons in 1960,”1 compared with an average 
of 125 million tons in 1949-52, that is, an increase of 
about 30 per cent.”? The rise in output is to be achieved 
in several ways. A considerable extension of the area 
under grain is planned, mostly on newly cultivated 
lands. In 1955, 20 million hectares of new land are to 
be sown, and the new area is to be increased by 1960 to 
28 million hectares, representing 25 per cent of the 
area under grain in 1954. Output of grain on newly 
cultivated land in the eastern territories is scheduled 
to reach 29.5 million tons in 1960, about 18 per cent of 
the aggregate grain output scheduled for that year. 


_In addition, yields are to be increased by greater use 
of fertilizers and by further mechanization, which is 
designed to lessen delays and consequent loss in har- 
vesting operations. Finally, an increase in the area 
under maize with yields per hectare more than double 
those of wheat—from about 3.5 million hectares in 1953 
to 28 million hectares in 1960—is to raise sharply the 
total output of grain. 


A large part of the additional output of grain is to 
be used for feeding livestock. In addition, the plan pro- 
vides for about a fivefold increase in the output of 
other feeding stuffs, such as concentrates, silage and 
root fodders, in 1960 as compared with 1953. 


Thus, it appears that the new policy represents only 
in part a return to the policy pursued before 1953, when 
heavy industry was emphasized to the neglect of both 
consumer goods industries and agriculture. The new 
policy is in part determined by deficiencies in the sup- 
ply of agricultural raw materials which set fairly nar- 
row limits to the potential expansion in output of many 
consumer goods. In this situation, reducing the rate of 


** The new target is in fact much lower than the tar et of 
174 million to 187 million tons set for 1955 in the Pacey five- 
year plan. 


72 Tf the stated goal is expressed in terms of barn harvest, 
the planned increase would be much larger, since losses due to 
delay in harvesting are very substantial, making up as much 


as 25 per cent of biological yield in certain follhozes and 
sovkhozes. 


increase in heavy industry would simply slow down th 


rate of development of the economy as a whole. 


need to make huge additions to the stock of farm im- 
plements”* if the plans for agricultural production are 


to be fulfilled may be an element in the decision to 
renew the emphasis on heavy industry. Apart from the 
purely economic reasons motivating this change in 
policy, there were, as already stated, considerations 
related to the military potential. Finally, it is possible 
that the present emphasis on heavy industry in the 


‘Union of Soviet Socialist Republics may also be related 


to the proposed co-ordination of the economic plans of 
the area, if it is assumed that the Soviet Union intends 
to increase the exchange of the products of heavy in- 
dustry against consumer goods and agricultural raw 
materials from other countries of the group. 


In contrast to the situation in the centrally planned 
economies of eastern Europe, the economic policy in 
mainland China has not undergone any essential change 
during the period under review. The five-year plan of 
development now in progress covers the period from 
1953 to 1957. The central theme of this plan is con- 
centration on investment in heavy industries, fuel and 
power, and related transport. Among consumer goods 
industries, it is only in textiles that fairly heavy invest- 
ment is under way. As for other consumer goods in- 
dustries, the present medium-scale and small-scale pro- 
duction, including handicrafts, is being maintained with 
little additional capital investment, and much of the 
improvement in production is expected to result from 
other factors, such as the adoption of new techniques, 
more complete utilization of existing capacity and the 
enlargement of productive units through co-operation 
of handicraftsmen.** 


In 1954 about half of all investment was devoted to 
industry and, among investments in industry, 80 per 
cent to heavy manufacturing industries, fuel and power. 
Under the five-year plan 156 large-scale enterprises are 
to be constructed or renovated, with the help of capital 
equipment imported from the Union of Soviet Socialist 
Republics. The carrying out of this programme will re- 
quire an appreciable increase in expenditure for invest- 
ment during the remaining three years of the plan. 


Completion of the investment programme is intended 
to bring about, by 1957, marked changes in the struc- 
ture and organization of the economy. In fact, during 


*8 For instance, in 1954 out of a total output of 137,000 trac- 
tors (measured in terms of units of fifteen horsepower) 115,000 
were sent to the new territories, leaving only about 22,000 for 
replacement and modernization for the rest of the country. This 


is an insignificant percentage of the more than one million 
tractors used in agriculture, 


a8 Whenever possible, mechanized or semi-mechanized pro- 
duction is introduced to replace production by hand tools. Dur- 
ing the past two years, there has been a rapid increase in the 
number of handicraft co-operatives in different trades. It is 
planned to complete the organization of handicraft co-operatives 


throughout the country by the middle of th - 
plan, that is, about 1960. ee 
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Table 23. Mainland China: Indices of Actual and Planned Production of Steel, Coal 
and Electricity, 1953 to 1957 


4 Index of production vecaseseatt 

; Industry 1953 19548 1957» nate of increase 

; (actual) (actual) (planned) 1953 and 1954 

Aa 

aan A ORO OATS eee en et Te ns 131 161 400 Pal 

gs ROBE Sieg ®t sen AAs aie nm enn el gen oh 109 129 160 13 
NG] 2 ede a Wie ase Rice ape eh gaa 126 146 200 21 

i Source: People’s Daily (Peking). coal, 82 million metric tons; electricity, 10.8 
; billion kilowatt-hours. 


® Actual Pete in 1954 was, in absolute 
terms, as follows: steel, 2.2 million metric tons; 


the first two years of the plan, the share of industrial 

_- production (excluding output of handicraftsmen and 
handicraft co-operatives) in total output rose from 27 
per cent in 1952, the year before the beginning of the 
plan, to 33 per cent in 1954; in the same period the 
share of producers’ goods in industrial output rose 
from 29 per cent to 42 per cent. Simultaneously, the 
extension of the State and co-operative sector?> in- 
creased its share in the value of production from 58 per 
cent in 1952 to 71 per cent in 1954. 


While the targets under the first five-year plan of 
mainland China have not been explicitly stated, in gen- 
eral terms the objective of the plan is to achieve by 1957 
the over-all position which industry in the Soviet Union 
had attained in 1932 after completion of its first five- 
year plan. This will require in the remaining years of 
the plan steady expansion and an increasing diversifica- 
tion of industrial output as well as a continued high 
rate of increase in the output of producers’ goods rela- 
tive to consumer goods. It is expected that the rate of 
increase of industrial production (excluding handi- 
crafts and handicraft co-operatives) will remain ap- 
proximately that of 1954, that is, 23 per cent, which 
was substantially lower than the average rate of in- 
crease of 37 per cent during the reconstruction period, 
1949-52, and lower than the 33 per cent rate of in- 
crease in the first year of the plan. The maintenance 
of the 1954 rate for 1955 to 1957 is to be made possible 
by the fact that many new factories in heavy industry 
will be completed and put into operation in that period. 
Thus, if the targets of the plan are achieved in 1957, 
the level of industrial production will be about three 
times higher than in 1952. Actual and planned produc- 
tion of steel, coal and electricity is shown in table 23. 


In regard to agriculture, the five-year plan originally 
envisaged an annual rate of increase of 6 per cent in 
food grains and of 9 per cent in cotton. Owing to un- 
favourable weather, these goals were not realized in 
1953, and in 1954 the target for food grains was re- 
duced to 3 per cent, which was in fact achieved. In 1953 
and 1954 the cotton crop was lower than in 1952, as a 


25 It is not planned to nationalize all private enterprises dur- 
ing the first five-year plan. However, these enterprises will be 
gradually transformed into mixed State-private enterprises or 
put to work entirely on government contracts. 


» According to some indications, the fulfilment 
of these targets may be extended beyond 1957. 


result of poor weather. The revised targets for 1955 are 
an increase in output of food grains by 6 per cent and 
in output of cotton by 20 per cent.”° In addition, sub- 
stantial increases in the production of vegetable oils, 
tobacco, tea, jute and livestock are also planned for 


1955. 


The increase in agricultural production is to be 
achieved through an expansion of the area sown to food 
grains, which it is planned to increase by 6.5 million 
hectares, representing about 6 per cent of the existing 
cultivated land. This land is mostly virgin land on 
which large-scale State farms will be established. Vari- 
ous methods will be adopted to increase yields, such as 
improvements in irrigation and in the supply of agricul- 
tural implements and of cheap fertilizers. It is expected 
also that expanding the scope of mutual aid teams, 
which are to be transformed gradually into agricultural 
producers’ co-operatives, will contribute to raising agri- 
cultural production.” The target is to increase the scope 
of co-operative farming to cover all rural households, 
and of agricultural producers’ co-operatives to cover 


50 per cent by the end of 1957. 


The State and co-operative sector of trade is to be 
further expanded during the first five-year plan. In 
domestic trade, the share of government trading com- 
panies and co-operatives had already increased from 70 
per cent in 1953 to 80 per cent in 1954 in wholesale 
trade, and from 38 per cent to 50 per cent in retail 
turnover. Supply and marketing co-operatives are to be 
further expanded, especially in rural areas, but retail 
trade will not be entirely nationalized. However, profit 
margins of private traders will be controlled and, in 
the case of some daily necessities such as rice and cloth, 
traders will act as government agents. In foreign trade, 
the share of the State and co-operative sector already 
amounts to 97 per cent, and it is planned to achieve a 
complete State monopoly in this field. 


28 Actual production in 1954 was about 170 million metric 
tons for food grains and about 1.2 million metric tons for raw 
cotton. 

27 There was a further growth in co-operative farming from 
1953 to 1954. In 1953 about 43 per cent of rural households 
were engaged in co-operative farming, but agricultural pro- 
ducers’ co-operatives constituted less than one per cent. In 1954 
the proportion of rural households engaged in co-operative 
farming rose to 60 per cent, and there was also a further expan- 
sion of producers’ co-operatives. 
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Part I. Major national economic changes 


Yugoslavia 


The economic situation in Yugoslavia in 1953 and 
1954 was influenced by sharp fluctuations in agricul- 
tural output, which after recovering in 1953 from the 
extremely low lovel of 1952, again declined substan- 
tially in 1954. A rise in investment in fixed capital and 
a decline in import balances were important elements 
in the inflationary situation which developed in 1954. 


Industrial production,”* which in 1951 and 1952 had 
declined by 3 per cent and one per cent respectively, 
rose by 11 per cent in 1953 and by 14 per cent in 1954 
(table 24). This reversal in trend was to a large extent 
the result of the fact that various investment projects 
undertaken under the five-year plan were completed 
and came into production in 1953 and 1954. 


In contrast to the developments in previous years, 
output of consumer goods increased in 1954 at a higher 
rate than that of capital goods. Employment in indus- 
try increased at a higher rate than industrial produc- 
tion, from which it follows that output per man declined 
in 1954.?° 


Agricultural production, which fell sharply in 1952, 
increased in 1953 by more than 30 per cent. In 1954, 
because of a poor harvest, the grain output fell by more 
than 30 per cent, but this decline was partly compen- 
sated for by an 11 per cent increase in livestock and by 
some increases in certain industrial crops. The sharp 
fluctuations in output of grain®® during the past five 
years are shown by the following index (1949=100) : 


NOS O tateeiee s semis cs ee sens ee eaten 63 
LOGIE ose ta aes sas Ger Peele 100 
PO eres cis ee date Me eee ta ieee eee AN 53 
JES Ss eee ahaa eariAhe rey Re RP Sree oe rs 103 
TNO GY Becerra sities A ici ese cara MRR Ree 70 


8 Exclusive of armament industries, shipbuilding and motion 
picture industries. 

*° This was accounted for by interruptions in work during 
the first quarter of the year because of weather-induced deficien- 
cies in the supply of power and possibly also by the initially 
low level of productivity in new plants which came into opera- 
tion in large numbers in the course of the year. 

8° Wheat, rye, barley, oats, maize. Based on data from the 
following source: Indeks, No. 11 (November 1954) and No. 2 
(February 1955), and Statistical Yearbook of Yugoslavia, 1954 
(Belgrade). 


Despite the decline in agricultural production, the 


national product increased in 1954 as a result of in-. 


creases in industrial production, building, transport 
and trade. A rough estimate of these changes indicates 
a 4 per cent increase in national income compared with 
a 9 per cent increase in real terms in 1953. Consump- 
tion also increased in 1954 although at a slower rate. 


Investment in fixed capital increased substantially 
in 1954.2 Military expenditure remained unchanged 
or was lower. However, there was a substantial rise, 
in real terms, in exports while imports changed very 
slightly. A rough estimate of the sum of the changes 
in fixed investment, expenditure for armament and in 
the balance of exports and imports would indicate an 
increase of the order of 7 per cent compared with 
1953, thus increasing their share in national income. 
Since the additional income generated by this expendi- 
ture was not accompanied by a proportionate increase 
in the supply of consumer goods, its rise had an in- 
flationary effect. This inflationary tendency was miti- 
gated in 1954 by the liquidation of stocks of food de- 
rived from the 1953 harvest and of stocks of industrial 
consumer goods accumulated in 1953 because of inade- 
quate demand. The influence of this reduction in stocks 
was apparent during the first half of the year; during 
the second half imports of foods increased. Thus, con- 
sumption appears to have increased slightly in 1954, 
despite a bad harvest. 


As a result of inflationary pressures the cost of living 
rose throughout the year, and by December 1954 was 
about 10 per cent above December 1953, although for 
the year as a whole it was about 2 per cent below the 
level of 1953. Real wages, which increased during the 
first half of 1954 compared with the corresponding 
period of 1953, declined during the second half of 
1954 and fell below the level reached during the sec- 
ond half of 1953. 


It follows from the preceding analysis that the chief 
factors which contributed to the rise in inflationary 
pressures in 1954 were a sharp rise in investment in 


** For the first ten months of the year the increase was about 
17 per cent in real terms. 


Table 24. Yugoslavia: Indices of Industrial Production and Employment, 1951 to 1954 


(Preceding year = 100) 


Item 1951 1952 1953 1954 
Industrial productions... ... 97 99 
PIA). PLOCUCELONES 0.0. s,s siti, «a, SERRE ? lll 
apital goods........ ‘a he sana 42s, 104 110 130 104 
Raw materials and semi-manufactured goods. 96 102 108 215 
Bionsumer goods: 26.5.8.20.. 2. ee 98 87 114 
Industrial employment®.....°......... 0.0000. eo 93 108 116 


Source: Indeks, No. 2 (Belgrade, February 1955). 


* Exclusive of armament industries, shipbuilding 


and the motion picture industri 
included in 1954 cane peace 


> Wage earners only. 


Printing is 
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fixed capital, a sharp decline in net imports and a fall 
in agricultural production. The expansion of exports 


_ was, at least during the first half of the year, encour- 


aged by the Government with a view to reducing the 
persisting deficit in the balance of payments. During 
the second half of 1954, restrictions on exports were 
introduced in order to protect the domestic supply— 


_ export quotas were established for textiles and some 


other industrial goods as well as for live cattle and 


meat products. The inflationary effect of the rise in 


foreign balance would have been much smaller if the 
targets set for investment in the plan for 1954 had 
not been considerably exceeded. The substantial in- 
crease in investment in fixed capital was financed by 
ploughing back large profits realized by enterprises 
as well as by expansion of credit.** The decentraliza- 
tion introduced in the course of the past few years had 
given considerable autonomy to enterprises and per- 
mitted them to determine their prices and the use to 
be made of net profits. Since many enterprises enjoyed 
a monopolistic or quasi-monopolistic position, partly 
because of import restrictions, they could often raise 
their prices well above cost and realize higher profits 


-at the expense of less favourably situated sectors of 


82 In 1954 credit was allocated among enterprises on the basis 
of their profits and the interest they were prepared to pay in 
excess of the fixed minimum. This obviously gave an additional 
stimulus to investment by enterprises with high profits arising 
out of their monopolistic position. 


59 


the economy. In the export industries subsidies in 
various forms, including favourable exchange rates, 
were important elements in the high level of profits. 
The difficulties arising from this situation led the fed- 
eral authorities at the end of the year to reassert their 
right to control the distribution of income through 
credit and fiscal policies in order to correct the dis- 
tortion resulting from monopoly profits. Various 
measures tending to control profits and investment were 
adopted. A considerable part of the profits realized 
in excess of the plan in 1954 was frozen. At the same 
time, the surrender quotas of foreign currency,** which 
had been 50 to 60 per cent of the export proceeds, were 
raised to 80 to 90 per cent in order to reduce export 
profits. 


In addition to these measures, which were designed 
to check inflationary pressures in 1955, the Govern- 
ment planned to increase substantially the import of 
food, financed by foreign aid, thus alleviating the sup- 
ply situation until the harvest. 


* Foreign currency is surrendered to the Government at the 
official rate of 300 dinars to the United States dollar. The cur- 
rency left at the disposal of exporting firms may be exchanged 
at the free rate, which is about three times as high. In addition, 
the new exchange regulations increase the differential between 
hard and soft currencies in order to channel exports to hard 
currency areas, and introduce a system of priorities under which 
the central authorities allocate foreign exchange in such a way 
as to favour essential imports. 


Chapter 3 


ECONOMICALLY UNDER-DEVELOPED COUNTRIES 


This chapter deals with major economic trends in 
1953 and 1954 in economically under-developed coun- 
tries. The first section of the chapter contains an intro- 
ductory statement summarizing general trends, with 
particular emphasis on the impact of the slump that 
occurred in 195] and 1952 in prices of raw materials. 
The second section presents a survey of economic de- 
velopments in a group of selected Asian and Latin 
American countries producing food and raw materials. 
The third section continues for 1953 and 1954 the 
analysis of major economic changes in a group of five 


Latin American countries (Argentina, Brazil, Chile, 
Cuba and Mexico) which has appeared regularly in 
preceding issues of the World Economic Report. 
Finally, a special section is devoted this year to a study 
of inflation in Chile between 1940 and 1953. This is 
intended to be a case study of the general problem 
of inflationary price increases in countries with rapidly 
rising non-agricultural incomes and employment, a de- 
velopment which has been noted on several occasions 
in this report in connexion with the analysis of current 
trends in economically under-developed countries. 


General Trends, 1953 and 1954. 


While the countries discussed in this chapter are 
designated broadly as under-developed economies, they 
constitute a fairly heterogeneous group. There is wide 
diversity among individual countries in regard to such 
factors as the degree of economic development, the 
composition of output and the structure of foreign 
trade. The impact upon the economies of individual 
countries of the post-Korean slump in raw material 
markets differed considerably according to the nature 
and the degree of diversification of their exports, the 
timing of the decline in export demand and the extent 
to which factors of domestic origin (for example, pri- 
vate and public investment, and government economic 
policies) provided an offset to the fall in incomes re- 
sulting from adverse developments in foreign trade. 
Moreover, as most of these countries have a persistent 
food deficit which is offset by imports, fluctuations in 
domestic production of food were an important element 
in changes in the balances of payments and the levels 
of real consumption. This was particularly true of coun- 
tries whose foreign trade plays a relatively small part 
in total economic activity. Because of these divergen- 
cies, both with regard to structural and short-run fac- 
tors, the following appraisal of economic tendencies in 
this group of countries can be made only in very broad 
terms; it should be borne in mind that in some cases 
developments deviated substantially from the pattern 


described. 


It was shown in World Economic Report, 1952-53 
that in most major primary producing countries of 
Latin America and Asia the effects in 1952 of the col- 
lapse of the raw material boom were limited, Produc- 
tion of export commodities, in particular those of agri- 
cultural origin, was maintained or continued to rise, 
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in a delayed response to the price increases of 1950 and 
1951. In the face of a general decline in exports, this 
resulted, in some instances, in accumulation of unsold 
inventories. In a number of cases inventory accumula- 
tion was due to government policy in exporting coun- 
tries, and was made possible by special governmental 
financing. The impact of reduced demand and prices 
was also softened by the fact that the level of govern- 
ment expenditures, both on current account and on 
development, remained about the same. Private invest- 
ment was also maintained, or even increased, and pri- 
vate incomes and consumption were generally higher. 
There was, however, a substantial decline in profits in 
export industries and trade. The delayed effect of the 
slump was shown particularly in the fact that imports 
did not generally fall, owing to the time lag, and even 
rose in a number of countries, with a resulting drop 
in real trade balances. Because of deterioration in the 
terms of trade, there was an even greater fall in money 
balances, leading to foreign exchange difficulties. 


The full impact of the slump was felt, with few ex- 
ceptions, in 1953. The pattern of developments in that 
year may be described broadly as follows. The deterio- 
ration in the terms of trade continued, owing to a fur- 
ther fall in export prices. At the same time, the volume 
of exports was only slightly affected: in some cases it 
was sustained by liquidation at lower prices of pre- 
viously accumulated inventories. Imports fell sharply, 
reflecting in part the decline in private incomes but 
chiefly the general tightening of import restrictions 
following the deterioration in the foreign exchange 
position in 1952. Real balances of trade generally in- 
creased. There was a drop in private and public in- 
vestment, both because the decline in profits and in 
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Table 25. Indices of Prices of Selected Raw Materials and Foods, 1950 to 1954 
(1952 = 100) 


Product and description 1950 1951 1952 1953 1954 
Wheat: 
__ Canada, export price to non-signatories of International Wheat Agreement....... 92 102 100 92 78 
Rice: 
. Burma, f.o.b., white, EXPOFt [ICE. «5. os 2 
Thailand, f.o.b., charges and premium, export price. .. . Pere eee $0 83 100 105 Ode 
Sugar: e 
Coke: 96° centrifugal, f.o.b., exports to United States.............0.0.0 ce eee 95 95 100 101 98 


Cuba, 96° centrifugal, f.o.b., exports to rest of world....... 
Philippines, 96° centrifugal, exports to United States....... 


Ce 2 


Ce 


Coffee: 
Mee PANPOS ING At SANTOS «6 < oc oe o we.ieis eee s asks nen ccs 

Sooo Lia S ERs Ry RRS a MRR om Tey esrpen tT 
Tea: 

Ceylon, Colombo, market price, including export duty and taxes................ 119 11652 100... N11 151 
Cocoa: 

JPL SLT case seaeagt en ida 20 aS OF SRE is Sali kee, a be a a 84, 98 100 91 148 
ae 

PRMD CH IAG ECON Ge ce ie eres iP n went leases ars. cinl as aft neretaatih ae 86 

Peru, eG lank antludep export taxes i, 2 nog coe he anne os i a ou “er 

United States, middling 15/16, average of 10 markets....................00008 94, 108 100 85 88 
Wool: 

ee Uinted States, preasy. raw 06 8, Boston: os. 2 csc nees cece one webawes oilitlie cues 119 174 100 101 99 

Jute: 

De IPRRT MEE ES CIE NELR Se ore nt a. be seu tee a ec anin VE o.cde Deticlals ames ste lll 181 100 

Pakistan, middle white, including duties, Narayanganj....................205- 104 167 100 7 a 
Copra: 

Indonesia, at ae Ber ibe mUT CRE eth Ik) FRR AT EA eet aie ae ro. the, en bisa wei Aledo ¥ gale 146 146 100 139 127 

SES 1 CET ES Ra ee ee nee ae a nee nnn eee 146 = 147 100 149 8138» 
Rubber: 

Revlon, fh 9, 10.6, Colombo, mending duties. oo... scence tes es eds elo? 161 100 96 85 

Reamer, fo Ro5,1 bales, 10.0; SINP8POle. .o5 in ese e cece te tet eetess ile Vitae 100 70 70 
Petroleum: 

Venezuela, f.o.b., Arend-Aruba, 36 to 36.9 grade... ... 22... cece eee e cece eens 106 105 100 101 110 


Malaya, SEEN POTE, CR WOLKS ele a7) = cfaloers ti shele mils Tiles ai ew 
United States, grade A, New York. ..........2.--- 0 00eee- 


Copper: 


Chile, f.o.b., exports to United States.............++.000- 


Lead: 


United States, domestic, pig, common grade, New York..... 


Zinc: 


Mexico, block or pig, f.o.b., exports to United States....... 


ee 


Os) @ B06 .w) © 69) 0) © owe: acs» 


63 79 100 108 90¢ 


i 


Source: United Nations, Monthly Bulletin of Statistics; Inter- 
national Monetary Fund, International Financial Statistics 
(Washington, D.C.); International Cotton Advisory Committee, 
Quarterly Bulletin (Washington, D.C.); Argentina: Ministry of 
Technical Affairs, Sintesis Estadistica Mensual de la Repiblica 
Argentina (Buenos Aires); Malaya: Secretariat of the Inter- 
national Rubber Study Group, Rubber Statistical Bulletin 
(London). Prices are expressed in UnitedgStates dollars unless 


otherwise noted. 


government revenue reduced the supply of investment 
funds and because restrictions on imports affected the 
supply of capital goods. As a result of adverse develop- 
ments in the foreign trade sector and the decline in 
investment activities, deflationary tendencies appeared 
in a number of countries. Private incomes and real 


8 Six months. 

b Eleven months. 

¢ Nine months. 

4 The price decline was particularly sharp in the second part 
of the year, corresponding to a phase of active liquidation which 
extended into 1954. 

¢ Ten months. 


consumption declined, though the decline was miti- 
gated, on the demand side, by a fall in the burden of 
real taxation and, on the supply side, by an increase 
in domestic output of food in most food-deficit coun- 
tries. Thus, 1953 may be considered a year in which 
most of the countries producing raw materials under- 


material slump, which was reflected in declines in in- 


-_yestment, incomes and consumption. 


Deflationary tendencies were generally checked in 
1954, though on the basis of the available information, 
the situation may be more aptly described as a halt in 
the process of deterioration rather than a marked im- 
provement. The declining trend in the terms of trade 
was either arrested or reversed, as a result of a general 
strengthening of prices of industrial raw materials in 
the course of 1954 (see table 25). There were no 
marked tendencies or pronounced changes in the vol- 
ume of trade. Exports and imports continued on the 
whole at the 1953 level. However, in some countries 
the cessation of inventory decumulation was reflected 
in a decline in exports, and in others there was a slight 
relaxation of import restrictions—made possible by im- 
provement in the balance of payments position—in 
order to alleviate the shortages brought about by dras- 
tic cuts in imports in 1953. There were no major 
changes in investment. Real consumption was generally 
maintained and in some cases improved slighily. 


As mentioned above, the described pattern of de- 
velopments was not general. It reflects most closely 
developments in countries which are predominantly 
exporters of industrial raw materials, the prices of 
which fluctuated widely, and in some cases violently, 
during the upward and downward phases of the price 
cycle of 1950 to 1953.1 There were marked deviations 
from this pattern. Thus, because of special market con- 
ditions, some raw materials followed the described pat- 
tern of price fluctuations to a very limited degree (for 
example, petroleum) or with a considerable time lag 
(copper in Chile). Moreover, prices of some exports 
were insulated against fluctuations in world markets 
by special contractual agreements (such as sugar ex- 
ports of Cuba and the Philippines under the United 
States quota). As a result, adverse effects of the general 


* Prices of sugar in the world market—aside from that covered 
by special agreements—moved substantially along the same 
pattern. 


went a process of deflationary adjustment to the raw — sh 


grains, particularly rice, weakened noticeably and, in 


ing countries were either atten 
number of commodities, in pa 
(wheat and rice), followed another 
These commodities were affected only 

all, by the price declines of 1951 and 195: 
nomic changes in 195] and 1952 in the cow uw 
discussion which export food grains (Argentina, Bu u 


and Thailand) were largely independent of the 


cycle in raw materials, and were affected primari y by 
‘a number of factors of domestic origin; in Argentina, — 
for example, export earnings fell sharply in that period — 
as a result of a succession of poor crops which reduced — 
supplies for export. In 1953, export demand for food — 


contrast to the tendency in prices of industrial raw _ 
materials, there was a substantial decline in their ex-_ 
port prices in 1954.* Because of various offsetting fac- 
tors, the decline in export demand had little effect on 
the level of economic activities in countries exporting 
food grains in 1953. In 1954, all these countries suf- 
fered a substantial fall in their terms of trade and a 
deterioration in their balance of payments position; 
in one instance—Thailand—the slump in the export sec- 
tor resulted in the appearance of deflationary tendencies 
in the economy. 


* Developments in Chile in 1953 and 1954 present a rough 
anaiogy to those which had taken place in most raw material 
producing countries in 1952 and 1953. 

* There were also divergent movements in 1953 and 1954 in 
the prices of coffee, tea and copra. The price of coffee, which 
had remained relatively stable until 1953, rose substantially in 
the course of that year; the rise proved to be short-lived and a 
sharp reaction set in early in 1954, Tea prices rose in 1953 and 
1954, Prices of copra rose in 1953 and declined in 1954. The 
effects of these price movements upon the economies of the 
major exporters of these commodities (Brazil, Ceylon, the 
Philippines and Indonesia) are described below. 

“The reasons for the weakening in food grain markets are, 
on the one hand, heavy accumulations of stocks in the chief 
exporting countries (for example, wheat in Canada and the 
United States, rice in Burma and Thailand), and, on the other 
hand, substantial recovery of output in the normally food-deficit 
countries of Asia, owing not only to continued rehabilitation 
of agriculture and to measures encouraging production but also 


to favourable weather which resulted in a succession of good 
crops. 


Major Economic Changes in Selected Countries Producing Raw Materials 


and Food, 1953 and 1954, 


Changes in economic activity in a number of coun- 
tries producing raw materials and food, with particular 
emphasis on the impact upon their economies of 
changes in the world demand for their exports, are dis- 
cussed in this section. The countries were selected with 
a view to securing reasonably broad coverage without 
regard to geographical location, namely Burma, Ceylon, 
China: Taiwan, India, Indonesia, Malaya, Pakistan, the 
Philippines and Thailand in south-eastern Asia and 
the Far East, and Bolivia, Peru and Venezuela in Latin 


America. Exports of these countries cover a wide range 
of industrial raw materials, such as non-ferrous metals 
and minerals, petroleum, rubber, fibres and vegetable 
oils, and certain foodstuffs, such as rice, tea and sugar. 
For the purpose of this discussion the following group- 
ing was adopted. The first group comprises all coun- 
tries listed above, with the exception of Burma, Thai- 
land and India. Burma and Thailand, which are pre- 
dominantly exporters of rice, are treated as a separate 
group, since the export demand for rice had a pattern 
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Table 26. Indices of Unit Values and Terms of Trade of Selected 
Raw Materials and Food, 1951 to 1954 


Countries Exporting 


a gl I 
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Group, country and item es ees i 4952 
; year year 
— Countries exporting raw materials 
and food other than rice: 
Bolivia: 
Label Se ont anes 105 100 
MINOKIS So Saek ko ca 101 100 
Pacis Ofitrades:.... 5, 104 
Ceylon: 
“Exports Rscils Sete Ae 129 100 
DIS Cera Mays oe Perce 93 100 
rae erms OL trades, seats: 139 100 
onesia: 
LG ee ee ee ee 138 100 
vr ini Bhi eid i OPED 95 100 
erms Of trade. |. cc « sc 146 100 
Malaya: 
MEEDOME tae ass vs ates 138 100 
cS ar ER ee See ee nal Bi 100 
2 -Serms’of trade......... 124 100 
akistan: 
ne Bee Banctie alah 136 100 
SQEES ra 2 carne eo ae 101 100 
, tents Obirade == set 135 100 
eru: 
ae Se Piay nests sack cats 121 100 
RUG LESS tenn eae oa ec 3 95 100 
nate OF trade 252.0272. 127 100 
ilippines: 
OES 2 ake os os 3 128 100 
imports ves toe eae 102 100 
= shee oltirade:) 2,72 2: 125 100 
enezuela: 
DO aE ener ote 100 100 
He ak eta Pree a 96 100 
erms Of trade... ...... 104. 100 
Countries exporting rice: 
Burma: 
sa | a 81 100 
REGU Lsemsm rhe ci as coe > 102 100 
Ft Terms of trade. ........ © 100 
hailand: 
Bete 5 2a eig% ae oo 101 100 
PODORGT hey o'aryee aes os 97 100 
‘Ermig OF PLAGE... cans cine -)- 104 100 


First half Second half Full year 


1953 195% 


First half Second half Full year 


79 89 86 
95 96 95 
83 93 90 
100 102 106 119 113 
90 91 90 884 89 
lll 112 118 1354 127 
80 86 80 82e 
90 91 89 88e 
89 94 90 93° 
3 80 (e Toe 
91 93 85 83¢ 
80 86 84 Dis 
70 70 76 74 75 
90 90 89 89e 89 
77 78 85 83 84 
88 89 96 95¢ 
oF o7 96 96 
91 91 100 99 
118 22 116 102 109 
93 95 94, 89 91 
127 128 123 115 120 
103 101 110 110 110 
hi 98 97 96 96 
106 103 114 114 114 
104 106 87 194 
93 87 81 804 
112 122 107 984 
95 98 85 
90 90 90 
106 109 95 


Source: United Nations, Monthly Bulletin of Statistics, and esti- 
mates of Bureau of Economic Affairs based on official national 
statistics; International Monetary Fund, International Financial 
Statistics. 

a Provisional. 

b Valued in United States dollars. 
of its own. India, where the level of economic activity 
and consumption is dependent to a much lesser extent 
on exports, is also discussed in a separate section. 


COUNTRIES EXPORTING RAW MATERIALS AND FOOD OTHER 
THAN RICE 


In most countries of this group, namely, Bolivia, 
Ceylon, Indonesia, Malaya, Pakistan and Peru, develop- 
ments during 1953 and 1954 followed a broadly similar 
pattern. These countries are primarily exporters of 
industrial raw materials, prices of which generally 


° Estimated on the basis of the export prices of countries 
which are main sources of supply of imports. 


4 Five months only. 
e Third quarter only. 
f Based on the dollar export prices of rice, rubber and tin. 


showed a sharp decline in 1951 and 1952. The declining 
trend of prices continued during 1953 and part of 


1954;° this trend was arrested, however, in the latter 


5 There were notable exceptions. Thus, prices of tea, copra 
and palm oil, which account for a substantial part of the exports 
of Ceylon and Indonesia, rose in 1953, and prices of petroleum 
and wool, which are exported by Peru, remained relatively 
stable in that year. This difference was reflected in the rela- 
tively small decline in the 1953 export prices of Indonesia and 
Peru, and in the slight increase in the prices of the exports of 
Ceylon, where the rise in the price of tea more than offset the 
decline in the price of rubber exports. Indonesia also benefited 
in 1953 from favourable prices for tin, under a contract with 
the United States. 


iG) 


wim nw 6) \@9,@, 10, © 19 le Jeije,.e\a 18.9) © 8 (0) (pie: 


Slept tne bolo ao sdtoa8 co md : 
limportse ees eae eee re 1,680 1,705 
Real balances eee oe —205 — 203 
nesia (United States dollar): 
te eee I Mase tos 
[imports nacre oes 920 948 
Real nalance sess. ert tga oe 15 —14 
Malaya dollar) : 
ee = ioe Sree eae! 4,400 3,917 
inporte se mettre mca tee aes 4,260 3,873 
Real balanCetmmectene econ os 140 44, 
Pakista 3 
foe Sins is eae aaa 1,855 ~—-1,762 
importsee rhe chase cea toca 1,735 2,022 
Real palances. vers nee ce tener 120 —260 
Peru (United States dollar) : 
EXpOrtswee cts. a Gees ewes 205 234 
mmportsaee aceite nen ackoe 275 288 
ealubalancest- sere ee —70 —54 
Philippines (peso) : 
Pore. A : ; Poe: teens 640 704 
nn GEts eects ciate caro tee 945 860 
Real balanicemr eect coe ss —305 —156 
Venezuela (United States dollar) : 
EXDON See ey oe te we 1,345 1,453 
Impartseseis cnceeeateet. eee 665 723 
ealebalance steno. chats 680 730 
Countries exporting rice: 
Burma (kyat): 
POE ESGe te) re. ciao aieee, haalcns « e205 1,256 
Isrimontseritenssrsck cette tt 640 914 
Beal WAlAINCe sate ra ore 585 342 
Thailand (United States dollar): 
PESTER es eis oases an Se 365 329 
IDeRPERITIG 3, .ui5 A ree ae ee 280 306 
Real alan Geeta ech utc oie 85 23 


Source: United Nations, Monthly Bulletin of Statistics; Inter- 
national Monetary Fund, International Financial Statistics; and 
foreign trade accounts of the various countries. 

a Picused in constant prices were obtained by deflating the 
values of imports and exports by their appropriate price indices 
as given in table 26. Imports are on c.i.f., and exports on f.o.b., 


part of 1954 as a result of the strengthening of export 
demand for, and prices of, most of these commodities 


(see table 25 above). 


Since import prices generally fell less than export 
prices during the period 1952 to 1954, the terms of 
trade deteriorated in 1952 and 1953 in all these coun- 


1,830 1, 3,785 2,025 
1,705 1,710 25 1,755 
125 185 310 270 
1,145 920 2,065 845 
590 695 ‘1,285 550 
555 225 780 295 
110 140 250 110 
150 150 300 130 
—40- 0 enee=ane =20 
305 335 640 365 
480 455 935 505 
—175.- =190 aes —140 
705 730 1,435 760 
370 385 755 400 
335 345 680 360 
645 425 1,070 740 
460 505 965 560 
185  —80 105 180 
170 160 330 150 
215 190 405 180 
—45 §—30 <5 —30 


basis in all countries except Bolivia, the Phili pines and Vene- 
zuela, where both imports and exports are fou 


> Provisional. 
¢ Third quarter only. 
¢¥Five months only. 


tries, with the exception of Ceylon (see table 26). In 
1954, the declining trend in the terms of trade was 
arrested ; they remained at the 1953 level, or improved 
—for example, in the case of Pakistan and Peru—as a 
result of the rise in prices of industrial fibres. 


The decline in export prices in 1953 and 1954 was 


ae 
- . 8 
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not generally accompanied by a rise in the volume of 
exports (see table 27).® Production of some important 
raw materials, like rubber, textile fibres and metals, 
declined in the period under review, in some cases, how- 
ever, after a considerable time lag.’ This trend was 
arrested and partly reversed in the course of 1954. 


Imports were generally lower in 1953 and in 1954.8 
The decline in imports, which affected both investment 
and consumption goods, was greater than the drop 
in the level of incomes would by itself have brought 
about. A large part of the fall was caused by new 
import restrictions imposed by governments after 
the collapse of the raw material boom and, in the 
cases of food importing countries, by an increase in 
domestic food production. As a result the real bal- 
ances of exports and imports, with a few exceptions, 
showed a distinct improvement in both years. Since the 
improvement in real balances generally more than off- 
set the deterioration in the terms of trade, the money 
balances of most countries rose in 1953 and 1954.° 


Investment in fixed capital tended to fall in 1953 and 
1954, reflecting the effect of restrictions on imports of 


§ Industrial production in most of the importing industrial 
countries was higher in 1953 and 1954, but increased industrial 
output was to a large extent supported by drawing upon pre- 
viously accumulated inventories. 

7 Mining production in Bolivia and Peru, which showed little 
change in 1953, began to fall in 1954. In Pakistan, production 
of cotton and jute rose in 1952/53, reflecting to some extent the 
influence of export subsidies, but fell in 1953/54, owing chiefly 
to government action restricting cultivation of fibres in favour 
of food crops. 

§ Peru and Ceylon, whose imports rose slightly in 1953, were 
exceptions to the general trend. In the former, the rise in im- 
ports was to some extent related to anticipated devaluation of 
the sol, which took place in the course of that year, while in 
Ceylon it was accounted for by larger imports of food grains. 

® This was not the case in 1953 in Malaya and Peru, where 
money trade balances deteriorated slightly during the year. 
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capital goods, on the one hand, and the fall in export 
profits and in public revenue from foreign trade, on 
the other.*° Little direct statistical information is avail- 
able as regards changes in inventories; in a number of 
cases, export inventories were apparently reduced." 
As a result of severe cuts in imports there was prob- 
ably a decline in inventories of imported goods. 


The deflationary effect of the fall in export incomes** 
and of the decline in investment, together with a reduc- 
tion in imports, had a general adverse effect on con- 
sumption in 1953.** But for the increase in the produc- 
tion of food crops (table 28) ,1° induced mainly by the 
drop in prices of export crops, the effect on consumption 
would have been even greater. Actually, there was only 
a slight reduction in real consumption in some coun- 
tries, and some rise in consumption in others—Ceylon, 
Indonesia and possibly Malaya, In the latter two coun- 
tries, the rise in local production of food crops appa- 
rently offset the adverse effect of declining export in- 
comes on the level of consumption in 1953. During 
1954, as a result of improved foreign trade conditions 


*° However, in Bolivia, Ceylon and Pakistan there was an in- 
crease in public investment. 

** In Pakistan there was in both years a substantial reduction 
of stocks of cotton and jute accumulated in 1952. 

*? However, there was apparently some hoarding of consumer 
goods, both domestic and imported, in 1953 in Peru and Bolivia 
in anticipation of the depreciation of the currency. 

*8In Indonesia and Malaya the substantial decline in the 
incomes of the small rubber planters directly affected their con- 
sumption. In Malaya, moreover, there was a reduction in wages. 

**Tn Indonesia and Pakistan, the cuts in imports of manu- 
factured consumer goods were offset to some extent by the rise 
in domestic output. This was particularly the case in Pakistan, 
where there was a substantial rise in the output of textiles, 
stimulated by the scarcity of imported goods. 

*5 Pakistan is a notable exception; as a result of government 
policy in subsidizing exports, the shift from export to food crops 
did not take place until 1953/54, and the domestic supply of 
food increased only in 1954. 


Table 28. Indices of Agricultural Production in Selected Countries Exporting Raw Materials and Food, 
1950/51 to 1953/54 
(1951/52=100) 


en eee Edna nSE SEIS EID InDERnEE RE nESERE ESE 


Total agricultural production Food 
ape 1950/51 1951/52 1952/53 1953/54° 1950/51 1951/52 1952/53 1953/548 

Countries exporting raw materials and 

See We en an Oa 2 98 100 96 101 96 100 97 104 

lindancstamere see eck arse - 92 100 100 100 95 100 102 105 

ay as oo BE was 0 ase 113 100 99 98 109 100 108 107 

aleve Aree tro eos ays ears wea 100 100 101 98 101 100 99 102 

| BYSTTT Cheies cue ok alee ee eT aaa RE 96 100 101 106 97 100 100 105 

Philippiicdyscscs.). oss. 28-0: 98 100 101 105 97 100 101 105 

Were 7 ielaeier mer tant 2 itl ne fetalede 97 100 106 97 100 106 — 
Countries exporting rice: ‘ay 

Noh, SEES ee ome 95 100 105 102 04. 100 103 
Thales he eee dade 04. 100 95 105 95 100 95 106 


ae inn 


Source: Food and Agriculture Organization of the United 
Nations; Venezuela: Economic Commission for Latin America, 
Economic Survey of Latin America, 1953 (United Nations pub- 
lication: sales number 1954.II.G.1). 


2 Provisional. 
b Federation of Malaya. 
Data for calendar years 1950, 1951, 1952 and 1953. 


1951 — 1952 


_ Group, country and item — Full year ‘Full year 


Countries exporti raw materials 
and food other rice: 
Bolivia (La Paz) : 


Malaya (Kuala Lumpur) : 


Neral ies he kts 99 100 
Food (rice and rice equivalent) 95 100 
akistan (Karachi) : 
z oy See : aa eres 98 100 
HOOd basen foe ncn 96 100 
Peru (Lima): 
Generale.) theres tahoe > 94 100 
OGG hee ee ie 93 100 
Philippines (Manila) : 
rte ee. ees 104 100 
MoOdse token cece: 104 - 100 
Venezuela (Caracas) : 
Generale see ce seeks 99 100 
HO Od seer eae 98 100 
Countries exporting rice: 
Burma (Rangoon): 
General aeheck cus canes 104 100 
ROOdeertck totes ciswchw ner 104 100 
Thailand (Bangkok): 
Generalitn is coals Sees 90 100 
HOOD a re oon 89 100 


99. Indic Die st of Living in Selected Count 
pee eee ar ee 


110 


96 
95 


105 
105 


97 97 93 89 91 
109 107 99 95 97 
ll 1 109 109 109 
705 108 105 106 106 
112 109 114 Nes 
115 1ll 117 121 119 
93 94 90 04 92 
90 90 86 91 88 
98 99 98 100 99 
95 95 04 99 97 
98 97 92 95¢ 
98 97 904 O6¢ : 
114 110 114 104 109 
115 110 114 99 106 


Source: United Nations, Monthly Bulletin of Statistics; and 
Federation of Malaya, Monthly Statistical Bulletin (Kuala 


Lumpur). 


and a further increase in local food production, the 
declining trend in consumption was arrested, and there 
was some evidence of rising consumption in most coun- 
tries of the group.’® 


In all these countries food prices and cost of living 
indices rose in 1953." In 1954, the rising trend was 
arrested in most countries ; prices remained fairly stable 
at the level of the second half of 1953, and in some 
cases, even showed a tendency to decline. Prices con- 
tinued to rise, however, in Bolivia, Indonesia and Peru 
(see table 29). The principal factors in price increases 
in 1953 were a reduction in the volume of imports of 
consumer goods because of import restrictions and, in 
the case of the food importing countries, a rise in the 


** In Bolivia, an important contributing element in 1954 was 
a food grant under the United States aid programme. 

*T The official cost of living indices reflect price movements in 
the capital cities and may not be representative of the trend of 
prices in the interior. } 


* Provisional. 
> Third quarter.only. 
¢ Five months only. 


import prices of rice. Moreover, in some countries food 
subsidies were withdrawn (Ceylon) or indirect taxes 
raised (Pakistan) in an effort to improve the budgetary 
situation, and in others there was a rise in import prices 
as a result of the depreciation of the rates of exchange 
(Bolivia and Peru). The rise in prices in 1953 was gen- 
erally moderate; increases in the food price index 
ranged from 6 per cent in Ceylon and Indonesia to 11 
per cent in Peru. In Bolivia there was a sharp rise in 
prices in 1953 and an equally steep increase in 1954. 
Here inflationary pressure resulting from acute short- 
ages of food and manufactured consumer goods was 
aggravated by the depreciation of the currency and 


an active cost-wage spiral.18 


“* The sharp fall in imports in 1953 affected not only finished 
consumer goods but also raw materials and supplies for domestic 
industry, as a result of which industrial output fell substantially 
in 1953. In addition, the available supply of consumer goods 
was reduced by speculative hoarding. Some aspects of Bolivian 
inflation closely resemble those ana 


lysed in a study of inflation 
in Chile, presented later in this chapter. u 
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Because of the nature of their principal exports 
(petroleum, copra, coconut oil and sugar) and, certain 
other factors, developments in the economies of the 


Philippines, Venezuela and Taiwan showed a different 
pattern. 


In the Philippines and Venezuela, the effects of the 
raw material slump were relatively moderate. Prices 


_ of the major exports of these countries (copra and 


’ 


coconut oil in the Philippines, petroleum in Vene- 
zuela) did not fall in 1953. In 1954, following the 
decline in the prices of copra and coconut oil after 
the middle of 1953, there was a decrease in the export 
unit values of the Philippines, while the rise in petro- 
leum prices was reflected in a further increase in the 
export prices of Venezuela. In both years the Philip- 
pines benefited from favourable prices of sugar under 
its export quota to the United States.1° Since the import 
prices of these countries declined in 1953 and 1954, 
their terms of trade, unlike those of the group of coun- 
tries previously discussed, were throughout this period 
well above the 1952 level, though in the Philippines 
there was a mild deterioration in the terms of trade in 


1954. 


In both countries, rising export prices were accom- 
panied in 1953 by only a small decline in their physical 
exports so that the foreign exchange earnings of these 
countries increased in 1953. This enabled them to in- 
crease the volume of their imports,”° and their real bal- 
ances of trade declined during the year. Exports and 
imports continued to rise in both countries in 1954, 
with the result that the real trade balance remained un- 
changed in Venezuela, while in the Philippines, where 
the increase in imports was apparently larger than 
in exports, there was a further decline in the real 
balance. 


1 
1° The price of sugar exports to the United States was main- 
tained well above world market prices, which continued to 
decline in 1953 and 1954. 
2°Tn the Philippines, some of the increase in imports was 
apparently due to buying in anticipation of stricter exchange 
controls. ; 
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Total investment in the two countries probably did 
not change much during the period under review. In 
both, there was some increase in fixed capital invest- 
ment in the export industries (sugar in the Philippines, 
oil and iron ore in Venezuela) but this was partly, if 
not wholly, offset by a fall in public investment and a 
decline in residential construction in 1953 and 1954. 
Government current expenditures tended in general to 
be stable. Consumption increased in both countries in 
line with the rise in domestic incomes. The main con- 
tributing factor to this increase was the improvement 
in the supply of consumer goods, made possible by 
larger imports and a rise in the domestic production 
of food. The increase in supplies, together with falling 
import prices, accounted for a slight decline in the 
cost of living in both countries. 


In China: Taiwan, changes in the foreign trade sector 
were also influenced by special factors not connected 
with the raw material slump. Moreover, the economic 
situation was dominated by such internal factors as a 
rising budget deficit and an increase in domestic 
investment, particularly speculative investment in 
inventories. 


The changes in the volume of exports—consisting of 
sugar, rice, tea, fruits and some industrial goods—were 
largely determined in 1953 and 1954, as in earlier 
years, by the progress achieved in raising the output 
of these goods (see table 30). While prices of most 
export commodities, as in other countries exporting raw 
materials, fell in 1953 and 1954, the volume of exports 
rose steadily in both years, reflecting the recovery and 
expansion of domestic agricultural and industrial pro- 
duction.” Commercial imports moved broadly in line 
with export proceeds, but imports under the United 
States aid programme increased sharply, amounting to 
40 per cent of the total value of imports in 1953 and 
to 45 per cent in 1954. As a result, in both years there 
was a large import surplus. 

*1 Exports of sugar fell sharply in 1954; while prices were 


maintained, the decline greatly affected total export proceeds 
in that year. 


Table 30. China: Taiwan: Selected Indicators of Economic Activity, 1951 to 1954 


Le 


Item and unit 1951 1952 1953 1954 
i duction (1952=100):* 

pape ene cuore eee 91 100 11 113 
pe ee pe x pe 7 gage 92 100 112 113 
Cost of living, Taipeh> WISE A= 5 01 |) PRR RRP 1G 100 118 120 

i ili Tai doll : 
eee jer, ase Loess 148 
re Sab a ORG Pee ara ets OL ee — 1,688 — sre per ee 

ion OF iAisfration aides... .. —500 = a1 =a 

OL ek a Ease eet res 8 rp 1883 


Source: Food and Agriculture Organization of the 
United Nations; Ministry of Economic Affairs, 
Economic Reference Data (Taipeh); Economic 


Stabilization Board, Industry of Free China (Taipeh). 


* Crop year ending in the year indicated. 


» Cost of living index for civil servants in Taipeh. 


The basic inflationary factors in Taiwan after 1949 
were a rising budget deficit, resulting from large mili- 
tary expenditures, and a tendency to reinvest in com- 
modities the liquid funds thereby introduced into the 
economy. Cheap bank credit granted for financing the 
investment of public and private corporations was an 
additional source of such funds. The pressure thus 
exerted upon domestic prices continued during 1953 
and 1954. 


The rise in prices, which had subsided for a brief 
period during 1952, resumed its course in the first half 
of 1953. The increase in the budget deficit and in in- 
vestment in fixed capital and inventories by public and 
private corporations was not accompanied by an in- 
crease in the supply of consumer goods. In fact, im- 
ports of consumer goods declined as a result of a fall 
in imports under the United States aid programme dur- 
ing the early months of 1953 and reduced allocations 
of foreign exchange for commercial imports. In addi- 
tion, the supply of rice, depleted by excessive exports 
in 1952, was further adversely affected by a smaller 
spring crop in 1953. As a result, prices tended to rise, 
leading to renewed hoarding cf rice and of some im- 
ported commodities. During the first half of 1953, the 
cost of living index in Taipeh rose by 12 per cent over 
the 1952 level. 


From July 1953 to June 1954, the budget deficit and 
investment in fixed capital and inventories continued 
to rise, though the rate was slower in the latter, owing 
to a stricter credit policy. This was, however, offset by 
an increase in imports of essential commodities under 
the United States aid programme and by an increase 
in the rice crops. As a result, inflatiohary pressure once 
again subsided and the cost of living index remained 
stable. 


COUNTRIES EXPORTING RICE 


The principal factor in changes in economic condi- 
tions in 1953 and 1954 in Burma and Thailand was the 
decline in export demand for rice, owing to general 
improvement in domestic output of food in the main 
rice importing countries of the area (in particular, 
India, Indonesia and Malaya). In both Burma and 
Thailand, tne result of this decline in demand was, in 
1953, a fall in exports of rice and an accumulation of 
stocks while prices were generally maintained. In 1954, 
the export price of rice was substantially reduced in 
both countries in an attempt to stimulate exports (see 
table 25). Exports of rice rose in Burma, as a result 
of special contracts for bulk sales concluded with some 


** The increase in output resulted, in part, from the substi- 
tution of food crops, especially rice—whose price had risen in 
1951 and 1952—for the export crops which had been affected by 
the slump in raw materials and, in part, from generally favour- 
able weather conditions in the 1952/53 and 1953/54 crop years 
The only important exception in the latter year was Japan whose 
rice crop was much smaller because of typhoon damage. 


there was a further decline in exports,”* and a marked. — 


accumulation of inventories of rice.”° 


In 1953 in both Burma and Thailand, but particu- 
larly in Burma, the general level of economic activity, 
and of private income and consumption, was only 
slightly affected by adverse developments in the export 
sector. The fall in exports was primarily reflected in 
fluctuations in government trading profits.* In both 
countries, government expenditure on economic devel- 
opment was increased in 1953, in spite of the substan- 
tial drop in revenue and in foreign exchange receipts. 


Generally sustained private incomes and the increase 
in public investment were refiected in a rise in imports 
of both consumer goods and capital equipment. As a 
result, in both countries the real balances of exports 
and imports declined, and in Thailand, in spite of an 
improvement in the terms of trade,?’ there was a marked 
deterioration in the balance of payments by the end 
of 1953. 


In 1954, continued adverse developments in the ex- 
port sectors were associated with divergent trends in 
the domestic economies of Burma and Thailand. In the 
former, government expenditures on both current and 
capital account rose in the face of a further decline in 
trading profits. Imports of both capital equipment and 
consumer goods increased substantially, but because 
of larger exports the real balance rose slightly. While 
this rise was offset by a fall in inventories—the counter- 
part of increased exports—private incomes were sus- 
tained by the maintenance of the level of public invest- 
ment. Real consumption apparently rose as a result of 
lower prices of rice and larger supplies of imported 
manufactured consumer goods. The situation was dif- 
ferent in Thailand, where deflationary tendencies ap- 
peared in 1954. In an effort to check a further rise in, 
the budget deficit, there was a cutback in government 
development expenditures, which was reflected in a 
decline in imports of capital goods.?® As a result of the 
fall in exports and in government activities there was 
a decline in private incomes and in demand, particu- 


** Contracts were concluded with Ceylon, India and Japan. 
The sales agreement with India covered the delivery in 1954 of 
900,000 tons of rice at a price 20 per cent below that of 1953. 

as In order to stimulate private exports, government controls 
on private trade in rice were further relaxed, and the fall in 
export prices was offset by an increase in effective exchange 
rates payable to exporters. 

** The steep rise in inventories was due to the fact that the 
fall in exports coincided with an exceptionally good rice harvest 
in 1953/54. The rice crop in Burma in that year was somewhat 
smaller. 
* This was particularly the case in Burma, where export trade 
m Tice is practically a government monopoly. ; 

ee The improvement in the terms of trade in 1953 was due 
primarily to a decline in the prices of imports; in fact, export 
prices in Thailand—which is also an exporter of rubber "and tin 
—fell slightly. 

as Imports of consumer goods also fell somewhat after import 
restrictions were tightened towards the end of 1953 and during 
1954 in an effort to check the deterioration in the balance of 
payments position, = 
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Table 31. India: Selected Indicators of Economic Activity, 1951 to 1954 


1954 1952 1953 1954 
99 100 iid 127 
96 100 94 98 
98 100 105 TG 
90 100 107 124 
95 100 99 101 
95 100 95 106 
91 100 107 109 
92 100 91 97 
91 100 105 113 

6,480 6,185 6,225 6,490 
8,685 8,032 6,375 6,655 
— 2,205 —1,847 —150 —165 
124 100 85 86 

98 100 91 88 

126 100 94 98 


Source: Government of India, Monthly Abstract of 
Statistics (New Delhi). 


* Provisional. 


> Data represent crop years ending in the year 
stated. Crops harvested at the end of 1952 and 1953 
are generally available for consumption in the fol- 
lowing calendar years, and are assumed to be in- 


x 


larly for manufactured consumer goods. In Burma, 
where the real balance of trade rose, and in Thailand, 
where it remained about the same, the balance of pay- 
ments deteriorated in 1954. In both countries this re- 
flected the decline in their terms of trade as a result 
of the fall in export prices and, in the case of Burma, 
the substantial increase in imports. 


Changes in the cost of living in the two countries in © 


the period under review showed divergent trends. In 
Burma, the cost of living continued to decline slightly 
in 1953 and 1954; in Thailand, consumer prices rose 
in 1953, levelled off in the first half of 1954 and de- 
clined appreciably in the second half of the year (see 
table 29). The slight decline in prices in Burma, in 
the face of a rising volume of investment, was mainly 
due to the fall in prices of imported consumer goods 
combined with a stable domestic price of rice.”® In 
Thailand, where trade in rice is shared by private 
exporters, the price of rice to consumers is not insulated 
to the same extent as in Burma from fluctuations in 
export demand and changes in domestic supply. Thus, 
in 1953 the increase in private incomes resulting from 
higher investment activities, and the smaller 1952/53 
rice crop, resulted in a rise in food prices.*° The sub- 
stantial increase in rice output in 1953/54, together 


2° Both procurement prices and those paid by urban consumers 
were kept stable. 

3 As to prices of imported goods, the fall in the foreign prices 
of imports was probably more than offset by the depreciation 
of the effective rate of exchange in 1953 and 1954. 


cluded in the gross national product for 1953 and 
1954, respectively. 

¢ Exports and export unit values adjusted to in- 
clude export duties. Exports and imports include 
sea, air and land trade dellared by unit value indices. 
Unit value indices are based on seaborne and air- 
borne trade which represents over 90 per cent of 
total trade. 


with the deflationary effect of the fall in export incomes 
and the reduction in the scale of public investment, 
had the effect of first checking and then reversing this 
trend in the course of 1954. 


ECONOMIC CHANGES IN INDIA 


The predominant factor in the economic situation in 
India in 1953 and 1954 was the substantial increase in 
crops of food grains in both years. As a result of an 
increase in acreage, exceptionally favourable weather 
and improvements brought about by implementation 
of agricultural development projects under the five- 
year plan, output of food grains increased by 11 per 
cent in 1952/53 and by a further 15 per cent in 
1953/54, when production was more than 25 per cent 
above the abnormally low output of 1950/51 and 
1951/52 (see table 31). Production of cotton was un- 
changed in 1952/53 and rose sharply in 1953/54, but 
there was a drop in the output of raw jute and sugar in 
both years. This fall reflected a shift to cultivation of 
food grains as a result of unfavourable jute and sugar 
prices. Industrial production in large-scale industry 
rose 5 per cent in 1953 and about 8 per cent in 1954. 
As a result of these changes, the national product of 
India rose by about 4 per cent in 1953 and further by 
more than 7 per cent in 1954. As increases in industrial 
production resulted in the main from higher produc- 
tivity, employment of labour in large-scale industry 
during 1953 and 1954 did not change appreciably. 
Urban unemployment, reflecting disparity between the 


¢ 


expansion of available employment opportunities and 
the labour force available for hire in industry and other 
urban occupations, rose sharply in 1953 and 1954, 
continuing a trend which has become apparent since 
1952. 


The real balance of exports and imports increased 
rapidly in 1953 owing to a sharp decline in imports 
while the volume of exports was practically unchanged ; 
increases in exports of tea and cotton textiles were bal- 
anced by a decline in exports of jute manufactures. The 
principal element in the decline in imports was a sub- 
stantial fall in imports of food grains and raw cotton 
made possible by a rise in domestic output. The terms 
of trade deteriorated further in 1953 as a result of a 
sharp decline in export prices, especially of jute and 
cotton textiles. As this was more than offset by the 
steep rise in real balances, money trade balances im- 
proved considerably in that year. In 1954 the volume 
of both exports and imports rose slightly, and the real 
balance of trade remained at about the 1953 level. 
There was a slight improvement in terms of trade and 
money balances.** 


Investment in fixed capital remained unchanged in 
1953 and rose substantially in 1954. In both years pub- 
lic investment in projects under the five-year plan con- 
tinued to gain, offsetting in 1953 the decline in private 
investment. The rise in public investment was par- 
ticularly large in 1954, reflecting a further substantial 
increase in public construction under the plan, espe- 
cially in irrigation projects and road building. There 
was apparently some rise in private investment as well. 
Since imports of capital goods during this period re- 
mained relatively stable, the increase in investment was 
met in the main by higher domestic output of capital 
goods. 


Investment in inventories fell in 1953 but rose in 
1954. In 1953, there was an accumulation of stocks of 
cotton textiles, since higher domestic output was not 
matched by similar increases in domestic consumption 
and exports; this, however, was more than offset by a 
decline in investment in inventories of sugar and jute 
manufactures. The drop in the former was caused by 
the poor sugar-cane crop; the decrease in the latter 
reflected reduction in stocks to meet export and domes- 
tic demand in the face of a decline in output. In 1954, 
investment in inventories as a whole rose in spite of 
the fact that stocks of industrial raw materials in fac- 
tories declined. This was largely accounted for by 
increases in public and private stocks of imported food 
grains.*? On the one hand, the Government sought to 
build up food stocks as a reserve against future emer- 
gencies; on the other hand, there was a building up 


* The sharp advance in the export price of tea was largely 
offset by declines in the export prices of pepper and cotton 
textiles. 

** Sugar stocks also rose somewhat as a result of hicher gov- 
ernment imports to meet shortages created by the decline in 
domestic output. 


Agi eae 
+I. Major national 


: : ok ee 
of stocks in private trade following the gradual trans- 
fer of the trade in food grains to private channels, a 
process which was substantially completed by the end 

of 1954. 


Government expenditure on current account, includ- 
ing military expenditures, continued to increase in 1953 
and 1954, as the activities of the central and state gov- 
ernments continued to expand. 


In both 1953 and 1954 there was a substantial rise 
in real consumption. The rise in output of food grains, 
which made possible higher consumption of food in 
the countryside, was the key factor in the increase.** 
The rise in real consumption in 1953 was apparently 
smaller than that in the national product. Real income 
of the urban population in that year was adversely af- 
fected by the abolition of food subsidies in large urban 
centres, where prices of food grains, the most important 
item in consumption, actually rose.** In small towns 
where rationing was abolished, food prices in the free 
market did not fall. This may be explained by the fact 
that in spite of larger crops, the marketable supply of 
food grains in 1953 was not appreciably higher than 
in the previous year. There was a rise in consumption 
of food grains in the rural areas, especially in the case 
of subsistence farmers and agricultural labourers 
whose consumption had fallen considerably during the 
previous years of poor crops; moreover, the market 
supply was further affected by the decline in imports 
and the building up of inventories in private trade as 
a result of derationing.** In 1954, further improvement 
in the supply of food grains was a major factor in the 
increase in consumption, both in urban and rural areas, 
while consumption of manufactured goods appears to 
have risen only slightly. 


Thus, the small increase in the national product in 
1953 was the result of a rise in the real balance of for- 
eign trade, current government expenditure and per- 
sonal consumption, which more than offset the decline 
in inventory investment, while investment in fixed capi- 
tal remained unchanged. In 1954, all components ex- 
cept the real balance of exports and imports contrib- 
uted to the rise in the national product. 


In 1953, the rise in prices of food grains resulting 
from the abolition of food subsidies was reflected in 
an increase in the cost of living in large urban centres. 
In 1954, the significant downward movement in grain 
prices resulted in a decline in cost of living indices in 
most of the urban centres; the prices of manufactured 


consumption goods were generally unchanged during 
this period. 


33 . 
— The pista effect on real income of the substantial decline 
in terms Of trade was rather limited in view of the i 
in export duties. sie 
34 $s s =. 

Discontinuance of food subsidies was related to the fall in 
government receipts, which was largely a result of a reduction 
in export duties while other tax receipts remained about the 
same. 

°° However, grain pri 
,Z prices began to fall by the end of 1953 with 
the prospect of still another excellent harvest in food grains, 
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Major Economic Changes in Selected Latin American Statice, 
1953 and 1954 


Although the five Latin American countries discussed 
in this section—Argentina, Brazil, Chile, Cuba and 
Mexico—are in the same geographical area, they pre- 
sent wide diversity in the structural characteristics of 
their economies and the nature of their exports, so that 
the developments described below also reflect to some 
extent those in other countries producing food and raw 
materials. The more detailed analysis of developments 
in these countries thus supplements the broader survey 
given in the preceding section. The discussion is di- 
vided into three parts: The first deals with changes 
_ in the components of gross national product in 1953 
and in 1954, the second describes parallel changes ac- 
cording to the principal producing sectors of the econo- 
mies and the third discusses changes in prices and 
wages. 


CHANGES IN PRINCIPAL COMPONENTS OF GROSS NATIONAL 
PRODUCT 


Developments in 1953 


One of the characteristic changes in the components 
of gross national product in 1953 was an almost general 
increase in the real balance of exports and imports, 
which was due to the cumulative effect of changes in 
both exports and imports (see table 32). While the 


weakening in the export demand for industrial raw 
materials (metals and fibres) continued, exports were 
sustained by liquidation at lower prices of export in- 
ventories accumulated in previous years. There were, 
in addition, some special favourable factors in individ- 
ual countries,** with the result that the volume of ex- 
ports rose in all countries, with the notable exception 
of Chile.*” Real imports, on the other hand, either de- 
clined, in some cases sharply (for example, in Brazil 
and Cuba), or failed to rise (in Chile and Mexico), as a 
result of a tightening of import restrictions because of 
foreign exchange difficulties. 


Changes in the terms of trade in 1953 did not follow 
a definite trend (see table 33). The terms of trade im- 


°° Thus, the bumper crop of 1952/53 in Argentina enabled 
that country to resume large-scale shipments of grain and oil- 
seeds, and the active demand for coffee helped to strengthen 
the exports of Brazil and Mexico; in the latter country, larger 
shipments of coffee offset a substantial drop in exports of non- 
ferrous metals (lead and zinc) and cotton. 

87 As mentioned in World Economic Report, 1952-53, the 
timing of the impact of the slump in raw materials upon indi- 
vidual commodities and upon primary producing countries was 
uneven. In Chile, the impact was felt only in 1953, with the 
decline in the export demand for copper and a fall in its price 
from the high levels of 1952. Chile, like other raw material 
producing countries in similar circumstances, responded to the 
drop in prices by withholding sales and accumulating substantial 
inventories of copper. 


Table 32. Components of Gross National Product of Selected Latin American 
Countries, 1951 to 1953 
(In 1950 prices, as percentage of total 1952 gross national product) 


Sum of personal 5 Balance of 
Gross consumption and Gover OEE Gross wpceinent, exports and imports 
a ot Ppt pared smipord gars ie iniaad capital nastne tea ad 

Argentina 

Tosi J ae 107.2 77.3 11.6 21.8 —3.5 

ih boa arene 100.0 72.0 10.4 19.3 —1.6 

1953-4 8s 105.5 75.3 9.4 17.5 3.3 
Brazil 

LOS bees 95.0 68.5 1S 16.6 —1.4 

NOS Zire an. 2 100.0 73.0 11.3 18.1 —2.4 

BOSS aorces (5 os 104.0 75.8 11.7 14.9 1.6 
Chile: 

OS ao see 95.1 ded 11.0 11.3 —4, 

1952 100.0 80.3 11.8 OHS —4.6 

Os ae oot, 106.0 83.4 13.9 14.0 —5.3 
oS ae 94.5 66.3 ae? 11.4 5.6 

N95 24a nee ec 100.0 76.3 10.7 9.3 eh 

1 ROG ees, Arar 89.5 59.1 10.6 9.0 10.8 
most Cee 98.5 76.9 5.7 18.1 —2.2 

1952... 100.0 76.8 6.4 17.6 =f 

1955s 98.0 75.6 6.2 16.2 = 
OO 


Source: United Nations Bureau of Economic Affairs, computed from official national statistics. 
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Part I. Major national economic changes 


Table 33. Taoce of Unit Values and Terms of Trade of Selected Latin American 
Countries, 1951 to 1954 
(1952=100) 
Te EE ee 


1953 19. 
ho Rt St Se ee ee 
First half Secondhalf Full year 


BOE ee, oe) ee ee ot ee re 


1951 1952 
Country and item Full Full 
year year 
Argentina: 
fenonts BAiatre dnt etate sain 112 100 
Imaports2. >. ee tet aie 79 100 
erms of trade....... 141 100 
Brazil: 
Exports*>, cami worsen 2 106 100 
Imports®.......2.+-s0: 90 100 
erms of trade....... 118 100 
Chile: 
Exporte®).y)-')-aeeees tees 88 100 
Imports®: ics «came ateuclerse 92 100 
erms of trade....... 96 100 
Cuba: 
EXxpOrtsis oc. ome ere 108 100 
EMAPOL{S cower. Ste evra ve 100 100 
Terms of trade....... 108 100 
Mexico: : 
EX PORCSS eee foie eke ieee 89 100 
TMPOLtS# 4, statts tos da.2) aks 102 100 
Terms of trade....... 87 100 


98 

77 

127 
96 102 98 104 
94 92 93 89 
102 111 105 ae 4 
103 94 
94 92 
110 102 

84 88 86 

99 95 A 

85 93 89 
89 81 85 89 
102 95 98 98 
87 85 87 91 


Source: Computed by the United Nations Bureau 
of Economic Affairs on the basis of data from the 
following sources: Statistical Office of the United 
Nations; Argentina: United Nations, Economic 
Commission for Latin America (ECLA); Brazil: 


proved in Argentina, Brazil and Chile and deteriorated 
in Cuba and Mexico. In the first group of countries, 
the improvement in the terms of trade was largely due 
to a decline in the prices of imports,** while increases 
or decreases in the prices of exports were moderate.*® 
In the second group of countries, the terms of trade of 
Cuba were affected by a decline in sugar prices,*° and 
those of Mexico, by the fall of the prices of base metals. 


The changes in the real balances of exports and im- 
ports, combined with the changes in the terms of trade, 
resulted in an improvement in the balance of payments 
position of Argentina, Brazil and Cuba, though in the 
case of the latter country, deterioration in the terms 
of trade had largely offset the rise in quantum balances. 


** The sharp decline in 1953 import unit values in Argentina 
as compared with 1952 largely reflected the drop in import 
prices from the exceptionally high levels of 1952. The resulting 
steep rise in the terms of trade in 1953 should be interpreted in 
the same context; in fact, the terms of trade in 1953 were about 
10 per cent lower than in 1951. 

** In Brazil the rise in the price of coffee helped to offset the 
decline in export prices resulting from the liquidation of in- 
ventories of other exports (in particular, cotton) at substantially 
lower prices, and in Chile the decline in export demand for 
copper was resisted by maintaining prices and withholding 
shipments, so that it was reflected only in the sharp fall in the 
volume of exports. 

“° While prices of shipments of Cuban sugar under the United 
States import quota were maintained, average export prices de- 
clined in 1953, as a result of a further drop in the prices of 
sugar shipments outside the United States quota. 


Ministry of Finance, Mensario Estatistico (Rio de 

Janeiro); Chile: Central Statistical Office, Estad- 

istica Chilena (Santiago); Mexico: National Bank 

for Foreign Trade, Comercio Exterior (Mexico, D.F.). 
* Valued in United States dollars. 


There was a deterioration in the money balances of 
Mexico and also of Chile; in the latter country, the 
slight improvement in the terms of trade was more than 
offset by the sharp decline in real trade balances. 


With the exception of Chile, investment in fixed cap- 
ital declined in all these countries. The decline in 
private investment reflected the generally low level of 
business anticipations in the previous year, while in- 
vestment finance was unfavourably affected by the fall 
in profits in foreign trade. Public investment was simi- 
larly affected by the decrease in government revenue 
from export and import duties as a result of lower 
export prices and the decline in imports. In some coun- 
tries—Brazil, for example—a contributing factor was the 


shortage of imported capital goods because of import 
restrictions. 


As in 1952, an important element in changes in total 
investment were the changes in export inventories. In 
Argentina, Brazil and Cuba, the liquidation of inven- 
tories of export goods (wool in Argentina, cotton, 
cocoa and other exports—other than coffee—in Brazil, 
sugar in Cuba) brought total investment in these coun- 
tries to a level substantially below that of 1952.42 Only 


oe There were also some offsetting factors: in Argentina, in- 
vestment in farm products rose because of replenishment of 
depleted stocks of food grains and oil-seeds, and in Mexico 
there was, apparently, some accumulation of inventories of 
manufactured goods because of smaller consumer demand. 


3 
> 
: 
3 
% 
7 


Chapter 3. Economically under-developed countries 


in Chile where, in addition to the rise in investment in 
fixed capital, there was also heavy accumulation of 


unsold stocks of copper, was there a net rise in total 
investment. 


There appear to have been no substantial changes in 
government expenditures on goods and services on cur- 
rent account, except in Argentina, where the policy of 
_ budgetary retrenchment also appears to have been car- 
ried out with respect to current government operations. 


The movement of the “active” components of gross 
national product, described above, may be broadly 
summarized as follows. In all countries except Chile 
the improvement in real balances was offset to a greater 
or lesser extent by a decline in total investment, in 
’ which liquidation of inventories of export goods played 
a considerable part. Thus, the over-all contribution of 
the changes in these components of the gross national 
product in 1953 was either negative (in Cuba and 
Mexico) or relatively small (in Argentina and Brazil) ; 
the net balances of these components rose significantly 
only in Chile, where changes in both trade balances 
and total investment were against the general trend. 


In addition to the factors described above, real con- 
sumption was affected by the effects on private in- 
comes of changes in taxation and terms of trade, and 
in supplies, primarily of food. In general, the changes 
in 1953 in the burden of real taxation, that is, the 
net balance in real terms of public receipts and pay- 
ments in the private sector, favoured private incomes; 
in countries where the terms of trade fell, the effect on 
private incomes was damped to a larger or smaller 
extent by a decline in real government revenue from 
taxation of foreign trade and profits. In general, the 
supply situation was also a favourable factor in the 
changes in real consumption. Food supplies were gen- 
erally satisfactory because of better crops and adequate 
food imports. However, in countries where imports had 
been sharply cut in 1953—Brazil, for example—short- 
ages of raw materials and industrial supplies appeared, 
and consumption of imported manufactured goods by 
higher income groups also declined. 


Among the individual countries, real private incomes 
and consumption in Cuba and Mexico reflected the de- 
flationary effects of the fall in the net sum of real trade 
balances and total investment, especially since the de- 
cline in the terms of trade was not fully offset by the 
reduced burden of taxation.*? In both countries, real 
consumption declined. Because of the poor crop which 
resulted from drought conditions over extensive areas, 
there were some shortages of food staples (corn and 
beans) in Mexico in the early part of 1953; these 
were, however, made good in the course of the year by 
greater imports of food and a much larger crop in 


42 In Cuba, however, the effect on consumption was mitigated 
by the fact that the deterioration in the terms of trade primarily 


affected income from profits. 
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1953/54. In Cuba, the supply situation with fegard 
to both food and consumer goods was satisfactory be- 
cause of a rise in the domestic output of rice and of 
domestic substitutes for imported manufactured goods, 
which offset the decline in imports. 


In the group of countries in which the net sum of 
the active components of national product increased 
(Argentina, Brazil and Chile), private income and 
consumption rose. In Argentina, the decrease in the 
burden of real taxation reflected to a large extent the 
cost of government support of domestic prices of grain 
in the face of falling export prices. In line with gov- 
ernment policy of providing adequate incentives to 
raise Argentine agricultural output, prices paid to grain 
and oil-seed farmers for deliveries to the government 
export monopoly had been substantially increased for 
the 1952/53 crops (this was reflected in a marked deficit 
in the 1953 accounts of the export monopoly). The 
increase resulted, in fact, in a substantial rise in 
“parity” farm prices, that is, farm prices measured in 
purchasing power of non-farm consumer goods. Thus, 
the record grain harvest of 1952/53 resulted in a sharp 
rise of real farm incomes in 1953. As real incomes of 
urban labour remained on the whole unchanged,** 
total private incomes were substantially above those 
of 1952. Consumption of both food and manufactured 
goods rose. While there were some sporadic scarcities 
during the year, consumption of meat in the urban 
centres was higher than in 1952.44 


Consumption of manufactured goods, on the other 
hand, was only slightly higher than in 1952. This may 
be explained by the fact that urban incomes failed to 
increase, while the rise in agricultural incomes was not 
reflected in a corresponding increase in rural consump- 
tion of manufactured goods until the latter part of the 
year—apparently because of the time lag in the adjust- 
ment of demand.*> In Brazil, private incomes benefited 
from the improvement of the terms of trade while the 
burden of real taxation remained about the same. How- 
ever, since the benefits of the improvement in terms of 
trade accrued primarily to incomes from profits, and 
since inflationary pressure appeared as a result of 
shortages of food in the early part of the year, real 
consumption, though higher than in 1952, lagged be- 
hind the rise in national product. In Chile, the decline 
in export demand and the resulting accumulation of 
inventories affected mostly net public revenues, which 
fell substantially as a result of the decline in govern- 


‘3 The decline in employment and man-hours worked in in- 
dustry was roughly offset by the slight rise in real wages of 
industrial labour. 

44 The rise in consumption was made possible by a number 
of government measures for improving the meat supply in 
urban centres, such as tightening the enforcement of controlled 
slaughterings, raising official prices of meat cattle, and some 
diversion of export meat to domestic consumption. 

45 The operation of a similar time lag, in reverse, could be 
observed in the preceding year, when the sharp decline in rural 
real incomes did not result in a corresponding drop in con- 
sumption of manufactured consumer goods. 
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ment’ profits on sales of copper.*® Real consumption 
rose in both food and manufactured goods; the rise in 
consumption of food was made possible by larger 
imports. ; 


As a result of changes in the various components de- 
scribed above, gross national product rose in Argentina, 
Brazil and Chile and declined in Cuba and Mexico (see 
table 32). In the former countries, the increases ranged 
from 4 to 6 per cent. There was a sharp drop in Cuba, 
while national product in Mexico showed only a slight 
decline. 


Developments in 1954 


It was noted above that in 1953 in most countries 
there was a tendency towards a rise in real export bal- 
ances, the contributing factors being liquidation of 
export inventories and tightening of restriction on im- 
ports. This trend was largely arrested in 1954. The 
volume of exports rose only slightly in Argentina, re- 
mained about the same in Mexico and fell in Brazil and 
Cuba.*”7 In the two latter countries, the process of 
liquidation of export inventories which had been an 
important element in sustaining the level of exports in 
1953 was reversed, and there was considerable accu- 
mulation of inventories of export commodities in 1954. 
As to imports, in some countries (Argentina and Brazil) 
scarcities in a number of import items—a result of the 
cuts in imports in 1953—led to a relaxation of restric- 
tions; this was made possible by the improvement in 
the foreign exchange situation. In Cuba and Mexico 
imports remained at about their former level. On bal- 
ance, real trade balances declined in Argentina, Brazil 
and Cuba, particularly in the last two countries, and 
remained unchanged in Mexico. In Chile, because of 
the time lag in the impact of the raw material slump, 
referred to earlier, developments in foreign trade were 
again contrary to the general trend. Exports rose as a 
result of liquidation of copper inventories, and there 
was a significant fall in imports following the tighten- 
ing of import restrictions because of foreign exchange 
difficulties. The real trade balance rose sharply. 


There was no uniform pattern of changes in the terms 
of trade, mainly because prices of the principal exports 
of the area had shown divergent tendencies during 
1954; prices of imports did not change significantly 
and tended on the whole to decline slightly. The terms 
of trade of Mexico were only slightly below the level 
in 1953,*8 and those of Cuba remained about the same. 


“° The situation was similar to that of 1952, when the rise in 
prices and in the volume of exports of copper was reflected in an 
increase in government profits, without significantly affecting 
private consumption. 

“Tn Brazil, sharp reaction in world coffee prices during 1954 
led to a contraction of exports, in an attempt to resist the price 
decline; Cuban sugar exports also fell off substantially, com- 
pared with 1953. 

** The weakening of the demand for Mexican exports of non- 
ferrous metals and cotton was largely checked in 1954; in addi- 
tion Mexico benefited from the rise in the prices of coffee. 


s 


The steep rise in coffee prices in late 1953 and early 
1954 was reflected in the improvement of the terms of — 
trade of Brazil. On the other hand, there was a sub- 
stantial deterioration in the terms of trade of Argentina, 
because of weakening in the prices of food grains, and 
the fall in export prices of copper resulted in a decline 
in the terms of trade of Chile. The changes in both 
directions in the terms of trade of the countries of the 
group, with the exception of Argentina, were confined 
within relatively small limits. In most cases the balance 
of payments position was affected mainly by the 
changes in real balances of exports and imports men- 
tioned above. There was some deterioration in the bal- 
ance of payments on current account in all countries 
except Mexico; this decline was particularly pro- 
nounced in Argentina,*® Brazil and Cuba, and there was 
consequent pressure on foreign exchange reserves. 


Investment in fixed capital generally showed an im- 
provement over 1953; fixed capital investment rose in 
all countries except Chile. A contributing factor in the 
gain was the relaxation of restrictions on imports of 
capital goods. In some countries (Cuba, Mexico) there 
was also a rise in the volume of public investment.*® 
Investment in inventories reflected developments in the 
export sector. For reasons described above, there was 
accumulation of inventories of coffee in Brazil, while 
the decline in export demand for sugar resulted in 
added accumulation of sugar inventories in Cuba in 
spite of a further restriction of output in 1953/54. In 
Chile, on the other hand, copper inventories, while still 
of substantial magnitude, were lower than in 1953,54 
and in Argentina there was a drop in grain inventories 
as a result of continued shipments during the year.®? 
If changes in inventories are taken into account, total 
investment rose in Brazil, Cuba and Mexico, probably 
remained about the same in Argentina and declined 
considerably in Chile. 


Summing up the changes in the two components, 
there was, on balance, a generally unchanged position 
in all countries except Chile, where there was ap- 
parently a slight decline. This indicates that in 1954 
declining tendencies in national product, incomes and 
consumption in a number of countries, which originated 
either in the foreign trade or in the investment sectors 


of the economies, had been checked. They emerged, 
however, in Chile. 


On the basis of the information available at time 
of writing, only tentative conclusions may be reached 


*° As noted, the chief factor in the deterioration in the case 
of Argentina was the sharp decline in the terms of trade. 
; an ete at eraligg from the efforts of the Government 
to oltset the decline in the export sector by com ensato - 
ing on developmental activities, : : Te 
os This mene was due largely to a sale to the United States, 
er special agreement, of 100,000 sh 
yore ‘i i short tons from the 1953 
62 A 
pparently there was also some liquidation of i i 
r of inve 
of manufactured goods in Argentina and Mexico. me 
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as to developments with regard to real consumption. 
As in 1953, private incomes were sustained in most 


countries by the decline in the net payments to govern- 
tment by the private sector. Thus, in Argentina, the 


deterioration in the terms of trade resulting from a 
decline in the prices of its principal exports was re- 
flected primarily in a drop in government profits, and 
in Brazil and Cuba there was a further decline in the 
real burden of taxation. The supply situation was gen- 
erally satisfactory. In Argentina, there was a further 


_ rise in the supply of meat to urban centres at controlled 


prices and there was an increase in food crops in Brazil, 
Cuba and Mexico. In Chile, despite foreign exchange 
difficulties, the decline in 1953/54 food crops was bal- 
anced by larger imports of food. Real consumption 
rose in Argentina, Brazil and Mexico and appears to 
have been maintained in Chile and Cuba. 


On the basis of the changes in the main components 
described above, in 1954 gross national product showed 
a further rise in Argentina and Brazil, recovered in 
Mexico, was probably unchanged in Cuba and declined 
somewhat in Chile. 


PRODUCTION TRENDS 


Fluctuations in agricultural output were a dominant 
factor in the changes in national product in Argentina 
and Cuba in 1953 and 1954. Both countries experienced 
sharp fluctuations in agricultural production, compared 
with 1952, though in opposite directions. In Argentina, 
favourable weather conditions combined with an in- 
crease in the sown area to cause a sharp improvement 
in output of food grains and oil-seeds in the two suc- 
cessive crop years 1952/53 and 1953/54, though the 
latter failed to match the record output of the former 
year (see table 34). In Cuba, where a policy of restrict- 
ing output had been adopted following the accumula- 
tion of sugar inventories in 1952; there was a sharp de- 
cline in sugar-cane production in 1953 and a further 


fall in 19545? in the latter year, the moderate drop in 
the output of sugar-cane was balanced by a rise in other 
crops (rice in particular) so that the over-all level of 
agricultural production remained unchanged. The de- 
scribed fluctuations in crops in Argentina and Cuba 
which in both countries affected their principal exports 
determined to a large extent the general economic situa- 
tion of these countries in 1953 and 1954. In Argentina, 
an important element in the domestic food supply situa- 
tion was the continued improvement in the output of 
meat in both years. 


Changes in agricultural output in the other countries 
of the group were of more limited scope. In Brazil, pro- 
duction continued to rise in both years. In Chile, there 
was an improvement in over-all output in the 1952/53 
crop year and a slight fall in 1953/54, while the reverse 
was true in Mexico.** Of the chief export crops, the 
1953/54 cotton crop in Brazil was sharply reduced; 
the cutback was related to serious marketing difficulties 
in 1952 and 1953 which resulted in accumulation of 
inventories and subsequent liquidation at lower prices. 
In Mexico, where no special marketing problems were 
experienced in cotton exports, output of cotton in both 
crop years was at a slightly lower level, but was fol- 
lowed by an extremely sharp rise—about 30 per cent 
above the average of the two preceding crops—in 
1954/55. There was no significant change in the out- 
put of coffee in Brazil; however, as in most coffee 
producing countries other than Brazil, output of coffee 
continued to rise in Mexico in response to the favour- 
able price situation. 


53 Output of sugar in Cuba was cut back from the record figure 
of about 7 million tons in 1952 to 5 million tons in 1953 and 
4.75 million in 1954, There was a further restriction of output 
to 4.4 million tons in 1955. 

54 Tn Mexico, the 1952/53 output was affected by a protracted 
drought in large areas of the country, which resulted in exten- 
sive damage to the major food crops. The situation improved 
in 1953/54, and there was a further sharp gain in both food and 
export crops in 1954/55. 


Table 34. Indices of Agricultural Production in Selected Latin American Countries, 
1950/51 to 1954/55 


(1951/52=100) 


Country 1950/51 1951/52 1952/53 1953/54 1954/55 
ath RE et ee 145 100 18] 169» a 

me i Kad Shapes 101 100 107 108 118° 
REO RS A ES ont 99 100 109 107° <a 
Cine ee Hi irwdoa ood: 84. 100 78 78» be 

Ned COM ei We «Lata idsl a ote ,oMayeewrs 96 100 97 101» 118» 


Source: United Nations Bureau of Economic 
Affairs, computed from official national statistics. 

The crop year and the calendar years which it 
overlaps do not correspond uniformly in the various 
countries of the group. In Argentina, Chile and 
Cuba, there is a rough coincidence in terms of out- 
put, on the one hand, and income and consumption 
effect, on the other, between a given crop year and 
ihe calendar year indicated by the second part of 


the crop year (for example, crop year 1953/54 and 
calendar year 1954). In Brazil and Mexico, the 
income and consumption effects of a given crop 
year are spread over both calendar years (for 
example, the effects of the 1953/54 crop were felt 
in both 1953 and 1954). 

b Preliminary index based on incomplete data. 

¢ Weighted index of production of sugar-cane, 
tobacco, rice, coffee and dried beans. 


n in Selected Latin Americ 


(1952=100) 


1954 1952 
Fall year 


Country and item Full year 


Argentina: 


Total industrial production®.........-. 10g 100 
Mauiortaving 2 eras at ay a ptctg evelts 107 100 
Extractive industries......... Sagres 95 100 

Brazil: 

Manufacturing®........006.2-sensee0> 95 100 
AS ail Cree 5 ae Eee Ganon case Meroe 95 100 

MEIN Oar wae wre sie clap ese sinus fin mie gia 98 100 

Chile: - 

Total industrial production? *.......... Bh 100 

Manufacturing? £.............-045: 90 100 

Textiles gaes ated tae rata siae ne 93 100 

\~. Extractive industries: ...........+:- 101 100 
Mexico: 

Total industrial production’........... 97 100 
Manutacturing ® acc sacs «ci sloisia eve 105 100 

PRES TILES tetera cso pavepval Veseus arias ohscetngs 105 100 
Mining, exclusive of oil!.......... roe 100 


1953 


First half Second half Full year 


94 104. 90. eon 


93 103 98 96 
106 108 107 109 
104 110 107 113 
103 109 105 126 
104. 96 100 101 
104 115 110 106 
103 lll 107 105 
102 114 108 we 
101 81 91 87 
100 104 102 105 

98 101 99 104 

94 102 99 89 

87 106 96 96 


Source: Argentina: Ministry of Technical Affairs, Sintesis Esta- 
distica Mensual de la Repiblica Argentina (Buenos Aires), July 
1954; Brazil: Getulio Vargas Foundation, Cénjuntura Econémica 
(Rio de Janeiro), December 1954; Chile: Central Statistical 
Office, Estadistica Chilena, Sinopsis, 1953 (Santiago); Mexico: 
Bank of Mexico, thirtieth and thirty-second annual reports 
(Mexico, D.F.), 1952 and 1954. 


* Including mining, gas and electricity. 
> Two months. ; 


¢ Indices as revised in the February 1955 issue of the source 
indicated above. The revised index faclodes mining, construction 
materials, iron and steel, paper, rubber, basic consumer goods 
industries, construction and electric power. 


Changes in industrial production reflected the gen- 
eral economic trends in the countries of the group. In 
Argentina and Mexico, industrial output was stagnant 
during most of the period under review (see table 35). 
This reflected the deflationary trends in Mexico, de- 
scribed earlier, and the rather slow recovery in Argen- 
tina from deflationary developments in 1952. In both 
countries, there was a marked improvement in indus- 
trial output and employment in the second half of 1954, 
particularly in Argentina, under the stimulus of a con- 
tinuing high level of farm income and higher investment 
activity. In Brazil and Chile, industrial output continued 
to rise during the period under review. 


In Chile and Mexico, the principal mining countries 
of the group, there was a fall in output in 1953; activi- 
ties in mining continued at approximately the same low 
level during most of 1954. The fall in output in Chile 
in 1953 was related to adverse developments in foreign 
demand for copper accompanied by the accumulation 
of inventories described above; in both years mining 
output was handicapped by strikes which led to pro- 
tracted shutdowns of some of the large mines. There 
appears to have been a gain in mining output in the 


4Including construction and energy; excluding mining. 

¢ The rise of the indices for industrial iheugesEe and manu- 
facturing in 1951 and 1952 reflected to a large extent the sharp 
increase in output of the iron and steel industry, which has a 
large weight in this index. 

f Four months. : 

£ Same coverage as the index of total industrial production, 
but excluding construction. 

h Three months. 

i Copper, gold and silver, nitrates, iodine, coal and iron. 

i Including energy output, mining and oil. 

k Excluding processing and refining of oil. 

ee of metallic ores and metals, including precious 
met 


course of 1954, as a result of the improvement in ex- 
port demand for non-ferrous metals. 


PRICES AND WAGES 


In 1951 and 1952, continued and, in some cases, 
sharp increases in the cost of living had been a com- 
mon feature of price developments in almost all coun- 
tries of the group.®® These rises generally came to a 
halt by the end of 1952 when there was a levelling off 
in consumer prices; in some cases there was even a 
slight fall (see table 36). The course of prices in 
1953 and 1954 showed divergent trends. In Argentina, 
Cuba and Mexico, consumer prices remained relatively 
stable through most of the period. This was due in part 
to continued stagnation of economic activity, particu- 
larly of industrial output and employment, and in part 
to an increase in food supplies.°* In Brazil and Chile, 
after the brief pause mentioned above, price increases 
recommenced, In both countries successive devaluations 
of monetary units, which had taken place in 1953 and 


: ** Cuba, where price rises were halted in 1952, was an excep- 
tion to the general trend. 


** A contributing factor was a general decline in import prices. 


Fah Cen Sot ra game cit 


f 


1954, were an active factor in the rise; in particular, 
_ increases in domestic import prices resulting from the 


devaluations reactivated the cost-wage spirals which 
had been previously in operation in these countries. 


Finally, in the second half of 1954, there was a re- 


crudescence of price increases in some of the countries 


of the first group. 


Among the individual countries, in Argentina the 


_ cost-wage spiral which had been accelerated in 1952 


by the rise in inflationary pressures in the food sector 
was checked completely in 1953. This was due, on the 


_ one hand, to an increase in the supply of food, particu- 


larly meat in urban centres, which resulted in a relaxa- 
tion of pressure on food prices;®” and, on the other 
hand, to the fact that the level of wages and salaries 


- remained practically unchanged, in line with the gov- 


ernment wage stabilization policy which was facilitated 
by the fall in industrial production and the decline in 
urban employment. After a slight initial drop, food 
prices and the general level of the cost of living re- 
mained relatively stable until mid-1954. A new upward 
movement in the cost of living occurred at that time, 
reflecting an increase in controlled prices of a number 
of basic food and consumer items (including bread, 
meat and textiles), which was accompanied by a new 
round of wage increases to industrial and agricultural 
labour. 


In Cuba, the level of consumer prices remained un- 
changed throughout the period, though with a slight 
tendency to decline; because of the persistence of de- 

57 In spite of the rise in farm prices, prices of basic staples 


(meat, bread and flour, edible oils) to domestic consumers were 
maintained by government subsidies. 


flationary developments there was stagnation in con- 
sumer demand. On the other hand, supplies of food 
and manufactured goods were adequate, either because 
of imports or because of increased domestic output. 


In Mexico, the decline in economic activities in 1953 
exerted a downward pressure upon both private incomes 
and consumer demand. Shortages in food staples which 
appeared in 1953 as a result of a poor harvest were 
made up by large government imports of corn and 
beans, and prices of these basic foodstuffs had been 
kept from rising by government subsidies. Because of 
deflationary developments in industry and stability in 
food prices, the widespread wage adjustments which 
had taken place in the course of the year did not result 


. in pressure on the general price structure. Pressure on 


prices and wages appeared, however, in the second half 
of 1954, following the devaluation of the Mexican peso 
in April of that year. Compared with the magnitude of 
the devaluation®® and the consequent increase in domes- 
tic prices of imports, the rise in the cost of living was 
moderate. This was due to the fact that the impact of 
devaluation was damped to a considerable extent by a 
further improvement in the supply of food resulting 
from an exceptionally good harvest; this made it pos- 
sible to check the rise in prices by government controls. 
The increase in the cost of living was accompanied by a 
new round of adjustments in industrial wages. 


In Brazil, the pressure on consumer prices subsided 
somewhat in the latter part of 1953 after a steep rise 
in the first half of the year resulting from scarcities 
of food in urban centres. However, a fresh impetus was 


58 The exchange rate was reduced from 11.6 United States 
cents per peso to 8.0 cents, a devaluation of 31 per cent. 


Table 36. Indices of Cost of Living in Selected Latin American Countries, 1951 to 1954 
(1952 = 100) 
ms 


1953 1954 
web ates alate F ea Fi a coms First half Second half Full year First half Second half Full year 
Argentina:* 2 
nigehts: 82558: : 72 100 105 103 104 103 LUT 
dee 2 a ae 69 100 106 99 103 98 103> 
Brazil:¢ 
ARAL 85 100 119 124 122 136 150 143 
eo pi AL pen 82 100 129 134. 131 147 169 160 
Chile:4 ne 
100 108 143 126 185 247 
Pee ee 8 «09 oe eal eon kaa 
ees i igs eS eae 99 100 97 96 96 93 g2e 
Mexico:! atv “id 
100 98 98 98 99 
epee 09 aaa ac ogee 


: United Nations, Monthly Bulletin of Statistics, except 
ied niece for Cuba,-which are based on Cuba Econdémica y 


Financiera (Havana). 
a Buenos Aires. 
b Five months. 


¢ Sao Paulo. 

d Santiago. 

e Four months. 

f Mexico City. 

« Cost of food, soap, clothing and coal. 


given to the cost-wage spiral by the devaluation of the 
cruzeiro in late 1953. The effect upon prices of con- 
sumer goods was to some extent mitigated by the fact 
that the devaluation in practice was accomplished by 
introducing multiple exchange rates for exports and 
imports; essential imports received preferential treat- 
ment in the form of low import rates. Nevertheless, the 
cost of living advanced sharply in 1954, and a new 
adjustment in wage rates took place by the middle of 
the year. 


In Chile, the characteristic cost-wage spiral, which 


had been prevalent in that country for some time, also 


took a sharp turn upwards by mid-1953, following a 


leation anette 


Inflationary price increases in a number of economi- 
cally less developed countries, frequently aggravated 
by persistent price-wage spirals, have been described 
on several occasions in the World Economic Report, 
particularly in connexion with the analysis of current 
economic developments in Latin America. Such price 
increases generally originated in rises in incomes and 
employment in non-agricultural sectors, which were not 
accompanied by an adequate rise in the supply of food, 
primarily because of the lack of elasticity in agricul- 
tural output. Thus, they reflected as much the effect of 
developments in the current economic situation as the 
existence of long-run structural factors which accounted 
for the basic price instability of the economies. The 
following study was undertaken in an attempt to gain 
a closer insight into the nature of the inflationary de- 
velopments of the type described. The case of Chile, 
where the progress of economic development in the last 
few decades has been associated with a persistent rise 
in prices, appears appropriate for a study of this kind. 


Since the present study is intended to serve as an 
illustration of the general problem, it does not attempt 
to deal exhaustively with all aspects of the problem 
of inflation as it has arisen in the particular setting of 
Chile, and the conclusions that are drawn on the basis 
of the available statistical information should be con- 
sidered tentative. Nevertheless, the following analysis 
and conclusions may be considered useful as a first 
approach to an assessment of some of the factors 
responsible for similar inflationary phenomena in coun- 
tries in process of development. 


THE COURSE OF PRICES 


The depreciation of the Chilean peso has had a long 
history, beginning in the eighteen seventies. At several 
points in the process of currency depreciation, Chile 
was forced off the gold standard, and the parity of the 
Chilean peso was reduced in an attempt at monetary 
stabilization—generally short-lived and followed by an- 
other phase of depreciation. The beginning of the latest 


- ; thong, the) 
h 1953, and further -d advances thi 
1954. The import rate was again devalue el 
of the year. aie . 
After a decline of several years, real wages of 
in Argentina advanced in 1953 and continued to’ 
in 1954.°° There was apparently also a slight gain’ 
real wages of urban labour in Chile and Mexico 


1953. On the basis of information available for 1954, 4 
it would appear that there was some decline in real — 
wages in Chile, while in Brazil and Mexico the level — 


of real wages remained unchanged. 


1940 to 1953 


inflationary phase, the nature of which is particularly 


related to the object of the present study, may be 
placed at about 1932. In that year, Chile had abandoned 
the gold standard, following severe deflation resulting 
from the collapse of world markets for its main exports 
—nitrates and copper—in the depression of the early 
nineteen thirties. This phase falls roughly into two 
periods: first, between 1932 and 1939, sporadic rises 
(1932, 1933 and 1936, 1937) alternated with intervals 
of relative price stability (1934 and 1935, and 1938 and 
1939) ; the annual compound rate of price increase for 
the period 1932 to 1939 was of the order of 7 per cent. 
In the second period, from 1940 on, the rise in prices 


was uninterrupted and at a faster rate. Price increases — 


in individual years ranged from 9 to 34 per cent, and 
the annual compound rate of increase for the period 
1940 to 1953 was of the order of 18 per cent (see table 
37). 


The early nineteen thirties in Chile marked a transi- 
tion from an agricultural country whose monetary econ- 
omy had been predominantly based on mineral exports 
to one in a stage of relatively rapid development, in 
the course of-which it evolved to the present state of a 
more diversified economy with a national product char- 
acterized by large shares of industry, trade and other 
services. Thus, the inflationary process which started in 
1932 has taken place against a general economic back- 
ground of sufficient continuity to have made it desirable, 
from an analytical point of view, to begin the analysis 
with that year. In view of the inadequacy of the basic 


**In July 1953, most of the multiple exchange rates for im- 
ports were abolished and replaced by a single rate of 110 pesos 
to the. United States dollar; this amounted to an effective de- 
valuation in the previous average import rate of some 40 per 
cent. 


°° By the middle of 1954, as a result of an adjustment in the 
wages of agricultural labour, there was a substantial rise in real 
wages in that category. 


** The rate of increase in prices accelerated considerably after 
the second half of 1953; from July of that year to the end 
of December 1954, prices rose by 220 per cent. 
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Table 37. Chile: Indices of Cost of Living, 
1929 to 1953 


y Cost of living index Percentage 
ear —_——_— change over 
March 1928=100 1937=100 preceding year 


Ree res tah neha 5 101 1.0 
ee a sede he 100 = 1.0 
SS ee 96 —4.0 
Re ote S chess Sa 104 8.0 
Bete coe. te: 130 25.0 
Lb Ae es 131 1.0 
Lb Ea peraciee ece 134 2.5 
al ae eee 145 8.0 
Pee ee oan 163 100 12.5 
ie ea eee 170 104 4.0 
PI te coe han 173 106 2.0 
es Stn gS: 195 119 12.0 
i 9 ee i eae 224 137 15.0 
EE, ohare nol) pin" sista a 282 173 26.0 
eS ee eee 328 201 16.0 
Uo ee eae 367 225 11.0 
IE Spy eS gernea aaa 398 244 9.0 
PIA cx Sos) 462 283 16.0 
Nn eae sae 617 378 34.0 
20 ee ee rR 729 447 18.0 
A Se 864 529 18.6 
tra cic es wank 995 609 15.0 
SLE era 1,224 750 23.0 
1S ee ee 1,488 911 22.0 
erin. aa ih ws 1,867 1,144 26.0 


Source: 1928 to 1937: Central Statistical Office, Estadistica 
oe 1937 to 1953: United Nations, Monthly Bulletin of 
tatistics. 


statistical data for earlier years, however, it appeared 
more expedient to limit the inquiry to the most recent 
period of continued price rise, which began in 1940 
after a few years (1937 to 1939) of relatively stable 
prices; the years 1937 to 1939 were included for pur- 
poses of comparison.® The second column in table 37 
gives the cost of living series for the years 1937 to 1953 
recalculated on a 1937 base, and the same year was 
used as a base for the other statistical series. 


621t should be noted, however, that some of the factors in 
price increases during the period covered in this study were also 
present, though perhaps to a lesser degree, in earlier years. 

*3 For the purpose of this analysis inflationary pressure is de- 
fined as pressure on prices resulting from disequilibrium be- 
tween effective demand for and supply of consumer goods and 
services. Inflationary pressures arise if for a given increase in 
effective demand (for example, because of an increase in private 
incomes) the supply of consumer goods, particularly food, 
remains unchanged or rises at a slower rate. In the present case, 
the relevant factors in the inflationary situation are not short-run 
shortages of supply (for example, such as arise from crop fail- 
ure) but the long-run lack of elasticity in domestic output of 
food, in response to rising demand of the non-agricultural popu- 
lation. Unless there is an adequate rise in imports to offset de- 
ficiencies in domestic output—which implies a corresponding 
expansion in export earnings—secular disequilibrium between 
demand for food and supplies is bound to occur. 

Price increases due to inflationary pressure generally result in 
a redistribution of income in favour of profits and a fall in real 
wages. Since profit-receiving groups have a tendency to save a 
larger part of their incomes, this is reflected statistically, other 
things being equal, in a decline in the ratio of private consump- 
tion to private income. 
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FACTORS IN THE INFLATIONARY PROCESS 


The price increases in the period under review were 
brought about by a combination of factors. There were, 
first, inflationary pressures resulting from an inade- 
quate rise in the supply of food in relation to the in- 
crease in incomes of the non-agricultural population.™ 
There was the cost-inflating effect of the rise in prices 
of imported goods.“ Further, there was a chronic cost- 
wage spiral which was activated from time to time by 
pressure on real wages arising from the other types of 
price increase. 


The growth of production, and 
pressure upon the supply of food 


Industrial production was the major factor in the rise 
of the national product of Chile between 1937 and 
1953. The rate of growth in this sector averaged about 
4.5 per cent a year, with most of the increase in indus- 
trial production concentrated during 1945 to 1953 (see 
table 38). Still another factor was the growth in trade 
and services. In contrast, there was little change in min- 
ing and agriculture. Output in mining fluctuated near 
the level of the base year, while agricultural output at 
the end of the period showed a relatively small rise 
compared with 1937. 


The discrepancy between growth in production, em- 
ployment and incomes in industry and services, and 
stagnation of agriculture, was responsible for the de- 
velopment of basic strains in the Chilean economy re- 
lated to the supply of food. Output in agriculture, ex- 
cept for a few peak years, fluctuated within a relatively 
small range of its level at the beginning of the period.® 
Since agricultural production in Chile is devoted 
largely to food crops, the stagnation of output affected 
marketable surpluses of food for the urban population, 
while, with the rise in output and employment in non- 
agricultural occupations, the demand for food rose 
sharply. Whereas the total population increased from 
1937 to 1952 by 25 per cent, employment in non-agri- 
cultural occupations rose by about 80 per cent during 


° As a factor in domestic price increases, the rise in prices 
of imports is clearly not characteristic of the present case, or, for 
that matter, of under-developed countries generally. The rise in 
import prices was, however, considered in the analysis as one 
of the factors responsible for price increases from the cost side. 

65 Tn view of the wide fluctuations in agricultural output in 
individual years owing to weather conditions, evaluation of 
changes in the level of output over longer periods of time can 
be made only by comparing the average for several years at 
the beginning and the end of the period involved. According to 
the official figures of agricultural output given in table 38, the 
annual average for 1950-53 was only 6 per cent above that 
for 1937-40. According to the report of the joint mission to 
Chile in 1952 of the International Bank for Reconstruction and 
Development and the Food and Agriculture Organization of the 
United Nations, there was a somewhat larger increase in real 
agricultural output from 1935-39 to 1945-49, of the order of 10 
per cent (Agricultural Economy of Chile, Washington, D.C., 
December 1952, page 74). 

6 On the basis of 1945-49 production, the composition of agri- 
cultural output was as follows: cereals about 48 per cent (of 
which wheat accounted for more than three-fourths), other food 
crops (pulses, potatoes and grapes) 24 per cent, pastoral prod- 
ucts about 25 per cent and various industrial crops 4 per cent. 


sabe pate gon 2 eae ee 


DSO eee cae ea eiee oes 
DAO Te ae state nchotes ios ia ata 
ROB oh a ptateaia sears ese a 


MOG Ortre Sete ast gee ee ens 116 


Source: United Nations Bureau of Economic 
Affairs, based on the following: Agriculture (crops 
and livestock) : Reply of the Government of Chile 
to the communication of the Secretary-General on 
measures taken by governments to deal with in- 
flationary pressures, document E/2563; and Cen- 


the same period. Urban incomes and demand for food 
rose correspondingly, and resulted in a widening food 
deficit which had to be covered by imports. 


In view of the fact that similar phenomena may be 
observed currently in a number of other countries in 
process of economic development, it may be useful to 
give a brief description of the mechanism involved. 
The rise in employment in non-agricultural occupations 
which is associated with economic development, results 
in a transfer of labour from the reservoir of disguised 
unemployment in the rural areas towards urban occu- 
pations. Because of low productivity in agriculture and 
low levels of food consumption on the farms, migration 
of labour towards the cities is not accompanied by 
simultaneous release of marketable food surpluses; 
rather, it results in higher per capita food consump- 
tion in the countryside. As a result, the demand for 
food by the additions to the urban labour force adds to 
the pressure upon food supplies, especially since, in 
view of the low level of real consumption, a very large 
proportion of the addition to the money incomes of 
urban labour is likely to be spent on food. 


In fact, the pressure upon the supply of food ante- 
dates the period under review; it has been felt since 
the quickened tempo of industrialization in the early 
nineteen thirties.°’ This may be illustrated by the situa- 
tion in three staple foodstuffs, wheat, meat and sugar, 
increase in the demand for which is generally associated 


*" The situation with regard to agricultural output was not 
much more favourable in the preceding decade. The average 
output for the years 1938 to 1940 was only about 8 per cent 
higher than the 1928-30 average. 


201 91 see 


tral Statistical Office, Estadistica Chilena (the 
latter also for indices of industry and mining) ; 
employment in non-agricultural occupations: So- 
cial Security Administration, Anuario Estadistica 
(Santiago). . 

* Including construction, gas and electric energy. 


with the growth of urban incomes. In the case of wheat, 
from a country which had exported this commodity in 
the nineteen twenties, Chile became an importing coun- 
try with steadily rising imports. Imports of live cattle 
also rose sharply in the face of a declining trend in 
domestic production of meat;®* as to sugar, which is 
almost entirely imported, the pressure of mounting 
imports upon the balance of payments resulted in 
efforts on the part of the Government to develop a 
national sugar industry based on domestically grown 
sugar-beets.® 


The imbalance in the demand-supply situation re- 
sulted in a chronic tendency towards pressure on food 
prices. During most of the period under review, prices 
of imported foodstuffs, among other essential imports, 
had been effectively subsidized through the mechanism 
of preferential exchange rates,’° and this helped to re- 
lieve the pressure upon prices. Nevertheless, there was 
a tendency, during the period as a whole, for the rise 
in prices of food to overtake price increases in manu- 
factured goods, as can be seen from the changes in the 
ratios of wholesale prices of agricultural products and 


manufactured goods (table 39) .™ 


** Production of meat has declined steadily since the late nine- 
teen twenties. According to the secretariat of the Economic Com- 
mission for Latin America, production in 1945-47 was some 10 
per cent below the average of 1935-39 (Estudio Econémico de 
America Latina, 1949, New York, 1951, page 356). 

** Sugar consumption rose from an average of 121,000 tons in 
1937-40 to 181,600 tons in 1951-53, an increase of 50 per cent. 

7 See page 84. 

™ Price ratios have also been calculated for cereals and tex- 
tiles, which are representative commodities for each sector (col- 
umn 6 of table 39). Although there are some divergencies in 
individual years, the two series show a fairly parallel trend. 
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Table 39. Chile: Indices of Agricultural and Industrial Prices, 1938 to 1953 


(1937 = 100) 
Sn 
Wholesale 
Year a pt inde OL pried nner Ore 
) Pa) 3) ss textes Ce 
stort tld te sel 8B ac > ctl nib pS RTD RR IEE IESE BIE I 52 pl 
LST iatae aphdees SSD apace 94 97 Q7 96 91 106 
TOLOR ey Saaee = 3 84 89 95 rie 91 85 
QD) Ite. 23 eee eee 103 97 107 83 105 80 
7) aR eee 123 103 119 95 111 86 
UU aaa 156 128 114 146 128 114 
MOAR ane cae ce 168 144 117 161 136 119 
Daya tee, are 183 112 113 163 140 117 
ha tes, 202 185 109 174 164 106 
“ae 239 219 109 294, 181 124 
Ome nt 328 279 118 294. 229 133 
WT etn ot 376 344 110 368 310 119 
we 440 373 118 360 319 113 
pales Sted 506 418 121 426 371 115 
ss I ag 644 524 123 577 41 fis 
rN ane anes 879 641 137 os 481. 
ROSEY of Soe! 1,107 809 137 604 


Source: United Nations Bureau of Economic Affairs, based on data from Central Statistical Office, Estadistica 


Chilena. 


The effect of import prices 


Another factor in the price rise was the cost-inflating 
effect of the increase in the price of imports, a major 
part of which is accounted for by foods, manufactured 
consumer goods and raw materials which enter into the 
production of primary consumer goods (for example, 
raw cotton) .”? Even in the absence of active inflationary 


*2 The composition of Chilean imports in 1948-52 was as fol- 
lows: consumer goods 31.6 per cent, raw materials 21.1 per cent, 
fuel 13.1 per cent, capital goods 34.2 per cent (Estudio Econo- 
mico de America Latina, 1951-52, Mexico, D.F., 1954, page 73). 
An example of the dependence on imported raw materials is the 
fact that all cotton consumed by domestic textile mills is im- 
ported from abroad. 


pressure, such increases in import prices, which raise 
domestic costs of production, are bound to be reflected 
in a rise of the cost of living. 


It is necessary to distinguish two elements in the rise 
of import prices, first, the rise in foreign prices of im- 
ported goods, which is reflected in the unit value of 
imports in gold pesos (or in its equivalent in United 
States dollars) ;** second, changes in the import rate of 


exchange. The effect of each of the two elements is 


™ Chilean foreign trade figures are given in gold pesos, the 
latter being a unit of account for foreign trade which bears a 
constant relationship to the United States dollar (one United 
States dollar equals 4.85 gold pesos). 


Table 40. Chile: Indices of Import Prices, 1938 to 1953 


(1937 = 100) 
Import prices Average import _Import prices Wholesale prices 
Year in gold pesos rate of exchange in current pesos of imports e 

GS Be ie gece ON setand ow rere 113 100 113 98 
GRO hare nae: 0 oreMeiees ore eee seine fe 96 101 97 101 
OA eee eres ahh cating one re’ <Ponate 105 107 113 110 
OA Venere CPEs 5 Sere ates 109 110 120 140 
WORD Fe ees ace Ea ais 148 110 162 209 
DAS Re erie athe ees ieee eas 172 112 193 238 
NOAA noe SER eae ae ere ap 186 1 ee 208 220 
OAS ee tes oe lasers aetawas 176 122 214 Dine, 
ONG Fever. ciate tne. rach shite 183 123 226 254 
DA acre Seater of se cter ears ern ake 231 123 283 303 

AG ae re Beers acs ehcice ekat-sore 224, 137 306 326 
a a Ne a RE ee Prete or 210 150 310 375 
MOS ietere eek emecrnicraens 209 197 412 465 
OSL Same tg paces elena ope eta 243 D2, 561 658 
NOS ZUR en nee one ea tects 264 252 665 764 
LON SMM Me Met ccdtic eerie pemea cietene 2 248 289 716 876 


Source: United Nations Bureau of Economic 
Affairs, based on data from Central Statistical 


Office, Estadistica Chilena; Customs Administration 
of Chile, Boletin Oficial (Santiago). 


illustrated in table 40, which gives the “gold unit 
values” of Chilean imports (column 1) and the average 
import exchange rates (column 2).’* The product of 
the two indices gives the unit value of imports in cur- 
rent pesos (column 3), the movement of which shows a 
trend roughly parallel to that of the index of wholesale 
prices of import commodities (column 4) .”° 


Of the two elements, only the increase in foreign 
prices is the active factor in the rise in the domestic 
price level. As may be seen from the table, upward ad- 
justments in import exchange rates were well behind the 
‘increases in the domestic price level, in line with the 
- government objective of slowing down the rise in do- 
mestic prices. Successive devaluations of the import 
rate, which have been accelerated since 1948, may be 
considered as having been imposed by continued pres- 
sure of import demand upon the country’s foreign ex- 
change position. 


The cost-wage spiral and the 
movement of real wages 


Inflationary pressures originating in the food sector, 
and the cost-inflating effect of increases in the foreign 
prices of imported goods, resulted either separately or 


™ Until the exchange reform of mid-1953, which introduced 
a single import rate, foreign exchange for authorized imports 
was sold by the Central Bank at multiple rates, with essential 
imports (food staples and raw materials for industry) benefiting 
from preferential low rates. The average import rate is a 
weighted average of various rates applied to different import 
categories. 


Table 41. Chile: Indices of Real Earnings of Wage and Salary Earners,* 1937 to 1952 


price level. The characteristic continui 
inflation during the entire period 1940 to 1953 r 
from the persistent cost-wage spiral. 
While the available statistics do not pe 
struction of a complete comparable series fc 
wages,”® it is nevertheless possible to provide a re 
appraisal of the general movement of real wages f 
the period under review. es 
_ A series of legislative measures enacted in 1938 re- _ 
sulted in a general increase in money wages and sal- — 
aries, the establishment of minimum wage and salary 
rates and for all practical purposes a linking of salary _ 
and wage levels in most occupations to the cost of liv- 
ing. The effect of this legislation was to raise substan- — 
tially the average level of real earnings of Chilean wage 
and salary earners between 1938 and 1940. The phase 
of adjustment resulting from the legislation of 1938 
may be considered completed by 1941. The average 
level of real earnings of the employed population did 
not undergo any major changes during the following 
years. After a succession of relatively minor advances 
and declines until 1948, the level remained about the 
same. During the period 1940 to 1952 as a whole, real 
earnings showed a moderately rising trend (table 41). 


*° Departures from the trend in individual years may be as- 
cribed to the incidence of demand factors which either rein- 
forced (for example, in 1941 and 1946) or attenuated the effect 
on costs of the rise in import prices. 

7° Prior to 1940, for example, statistical information is limited 
to part of the total wage earning population (see table 41). 


(1940 = 100) | 
Conn A Wages i Wages i Wages i ; 
Year pete aul ‘eagee indies mincias i ee 
salaried services : 
employees® 
$057), eee 74 85 Y 
1636 oe OR, 5 80 04, ; 
Ae ee ee ae se ae 93 104 <a ; 
CAN Oe ee occ Ae 100 100 100 100 100 
194) h- ee 109 107 107 101 104 107 
LOAD cnc thee ae 102 100 100 98 88 100 . 
IPs Gee 101 103 103 104 78 103 : 
194 eee ne 105 108 108 112 87 107 
TOUS teen eee a 111 125 119 122 99 110 
TOOT cate eae: Sat atta 109 115 115 126 105 108 ~ 
ROM wert ko ee, 104. 108 108 115 85 102 | 
LOLS Depew ar. 105 114 116 112 92 106 
LOLOMRee on 105 114 116 116 100 102 
oj 0am ec hes 105 116 123 113 107 102 
FOG) Riess rk einieh wo 104 lll 117 117 103 95 
LOK eee eh. 106 112 121 120 95 93 


Source: United Nations Bureau of Economic 
Affairs, based on data from the following sources: 
United Nations, Statistics of National Income and 
Expenditure, Statistical Papers, series H; Inter- 
national Monetary Fund, Report on the Process of 
pean in Chile Together With Recommendations 
(Washington, D.C., 1950); Social Security Admin- 
istration, Anuario Estadistico; Central Statistical 


Office, Industrias (Santiago); Panorama Econémico 
(Santiago). 

* Compensation of salaried employees accounts 
for almost half the combined wage and salary bill 
in Chile, although numerically the ““employee”’ 
group represents only about one-fifth of the hired 
labour force (the figures for 1948 were 48 per cent 
and 22 per cent, respectively). 
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able 42. Chile: Components of Gross National Product i 
R t in Real Term c 
Consumption to Private Income, 1937 to 1953 Semeannd Ratio. of 


Percentage of gross national product 


Ratio 


Year Quanium Government Total Ci i os rend 
la T . onsumption consi 
balanec expenditure on, investment, andchanges in “tn rile" 
LOSE ene ee 14.2 7.0 8.1 
; 70.7 

1938 is Ue Oe ee 11.5 7.0 8.3 73.1 a 
: 939 ene es 10.1 15 8.4 73.9 83.3 

CS Cie 9.7 7.7 8.8 73.8 85.2 
Pte ear 11.0 8.2 7 Pie 84.8 
Vs oe een) aa 161 8.2 6.1 72.6 
St ake 13.0 9.2 5.8 72.0 ae 
7. gale oe ta 13.0 9.0 6.9 71.1 86.9 
ea Oe eS 11.5 9.4 7.6 71.4 86.7 
BOARS Pec 9.2 9.9 8.6 72.3 86.4 
ie") Sg a alia 7.7 11.3 1 69.8 85.1 
TCT a aes a rial 10.7 10.5 71.7 87.2 
OAOS Hofer scot 22 3.0 9.5 13.2 74.3 87.9 
7 ok ee 5.1 9.9 11.7 73.3 85.8 
TS LR eee aie 1.6 10.3 12.3 75.8 88.3 
PR ce keine «: 1.4 10.5 12.9 75.2 86.4 
(ee ae 7 11.7 13:7 716.3 88.5 


Source: United Nations Bureau of Economic 
Affairs, based on national statistics. 

The figures for 1951 to 1953 differ from those 
given in table 32, the divergence being particularly 
great for the balance of exports and imports. The 
major source of discrepancy lies in the shift of the 
price base year in table 32 from 1937 to 1950, and 
is explained by the sharp decline in the terms of 


Stability in the over-all level concealed divergent move- 
ments in individual categories of wage and salary 
earners, which depended largely on the strength of 
their bargaining positions. Relatively large gains were 
made by wage earners in industry and mining, whose 
real earnings at the end of the period under review were 
about 20 per cent above the level of 1940. On the other 
hand, real wages of such categories as personal services 
and agriculture showed a tendency to decline. 


According to the incomplete statistical information 
available, output per man appears to have increased 
slightly during the period under review.’’ Since the 
over-all level of real wages during the same period 
also showed a slightly rising trend, there was appa- 
rently little deterioration, if any, in real wages in rela- 
tion to productivity.”* The fact that the continued rise 
in the cost of living failed to be reflected in any signifi- 
cant redistribution of income against wages is charac- 
teristic of a wage-cost spiral. 


77 Year-to-year comparisons of productivity may be misleading 
because of fluctuations in harvests. If the period 1950 to 1952 
is compared with 1937 to 1939, output per man shows a rise of 
about 4 per cent. The rise was slightly higher when compared 
with 1940 to 1942. ‘ 

78 From 1937 to 1941 output per man was relatively stable, 
so that the wage adjustments of that period resulted in a sub- 
stantial rise of real wages in relation to productivity. This re- 
flected the redistribution of national income in favour of wages 
achieved by the legislation of 1938. 


trade in 1950 in relation to 1937 (see table 43). 
Another source of discrepancy is the fact that, in 
table 32, the components are related not to the 
eee product of the year given but to that of 


* Including net income of foreign mining com- 
panies before remittances of profits abroad. 


THE COURSE OF INFLATION AS REFLECTED IN NATIONAL 
PRODUCT AND CONSUMPTION 


In the following paragraphs, the effects of these 
developments are considered in terms of the structure 
of the gross national product, particularly in the move- 
ment of private consumption. 


Reference is made to figures for 1937 to 1953 show- 
ing the gross national product and its components in 
real terms (table 42). The first three columns of the 
table show the real balances of exports and imports, 
government expenditures on current account, and in- 
vestment in fixed capital and equipment. Private con- 
sumption of goods and services, given in the fourth col- 
umn, was obtained as a residual. These figures, shown 
as percentages of the gross national product for the 
appropriate year, are in constant 1937 prices.” 


7° The value of the gross national product, quantum balance, 
investment and gross private income include the operations of 
foreign mining companies; thus, imports of these companies 
and their exchange and profit remittances abroad are included 
in the accounts. Because of the difficulty of separating private 
and public investment activities (for example, in the handling 
of investments by mixed enterprises and quasi-governmental 
agencies), total investment in fixed capital was computed on 
the basis of domestic production and imports of capital goods; 
data for changes in inventories were not available. Thus, govern- 
ment expenditures on goods and services here relates to expendi- 
tures on current account only. The consumption component, 
which was obtained as a residual, includes changes in inyentories. 


Except for the interval between 1942 and 1945, which | 
was a period of war-time difficulties in supply of im- 
ported goods, the contribution of the real balance of 
exports and imports declined steadily. This reflected 
the fact that, except for the interruption of the war-time 
years, imports continued to rise in the face of the stag- 
nation of exports after their drop from the high level 
of 1937 (see table 43). Investment in fixed capital fol-. 
lowed a rising trend, again except for the war-time 
interruption related to difficulties in supply of imported 
capital goods. There was also a steady rise in govern- 
ment expenditure on goods and services, a contributing 
factor being a rise in government employment.*° 

If the war-time period, during which the relative 
shares of all components showed little change, is ex- 
cluded, changes in the three components may be sum- 
marized by noting that the decline in the real balance 
of exports and imports was offset by an increase in the 
two other components. This shift reflected the process 
of economic development referred to earlier, as a result 
of which the Chilean economy tended to be increasingly 
based on activities of domestic origin. The shift also 
had a bearing upon the growth of demand for consumer 
goods. In view of the relatively low wage content of out- 
jput in export industries (chiefly mining) as compared 
with other activities, an increase in the national product 
implied a larger addition to wage incomes and conse- 
quently to consumer demand. 

5° According to a statement by the Minister of Finance in 
1948, the number of employees on the government payroll, ex- 


cluding police and armed forces, had increased 59 per cent as 
compared with 1938. 


Table 43. Chile: Indices of Quantum of Exports and of Imports, Unit Values and Terms of Trade, 
1938 to 1953 


(1937=100) 
meee eee en er nS 
Siete tan he Unit value of exports Unit value of imports Terms of trade 
Year of exports of imports In gold In current In gold In current Ingold Incurrent 
pesos pesos pesos pesos pesos pesos 
SS eee 
NB eect Be, Seater run cE 90 103 80 79 AN} 113 71 70 
BOGS eich tek evo ce 83 100 86 87 97 90 90 
OA Oi cet astanes « biviruss 89 112 83 88 105 113 79 78 
OTE, Seyret sa ARC eae 96 112 85 94, 109 120 78 78 
LG Being ace ee Ree er en a 96 98 96 101 148 162 65 62 
CEs & BG PES Ree ee 92 86 100 105 Lea 193 
QATAR Patten tes Aste oo ods dre take ss 96 91 105 119 186 208 : aa 
LOADER eens ens eee ees 99 100 109 143 176 214 62 67 
OAR rere Pratt trees or) ghee 97 IMAL Le 160 183 226 67 71 
OA aE Me TEN Notes late f ktess ces 93 132 154 155 231 283 67 55 
VOAG eee Pevensie olenahe hes iatesraceis 95 136 178 178 224 3 
LOAD earthy Saanessh Nias os 88 164 178 186 210 310 ie ep 
LOS res a kan 84 134 179 215 209 412 86 52 
LOS Ue iis ee ee 77 Lbs: 251 336 e 243 961 103 60 
[O59 tc mremnruer mers — 80 156 285 495 264 665 108 74 
1053 Faure 92 152 294 498 248 716 118 70 


Source: United Nations Bureau of Economic Affairs, based on 
the following sources: Central Statistical Office, Estadistica 


2 ok, baa arnee Sead in the DAs. or 
tional product of Chile during the period under review. 


. the mechanism of differential rates. Aside from 


wy f coi ve Bow val ’ 
of table 42). ‘This was s obtained 
adjustments, on one hand, for gain 
income arising from changes in the ; 

trade”*® and, on the other, for changes in real ne 
tion. A major element in government receipts v 
taxation of copper exports, either directly or 


taxation of profits of mining companies, the rate of 
which had been raised considerably in 1943, substan- 
tial profits were derived from official transactions in — 
foreign exchange. Under the system of differential rates, 

the peso rate at which exchange was surrendered by the | 
mining companies to cover their operating costs and 
taxes in Chile had remained unchanged in the face of 
continued devaluation in the exchange rate for imports. 
This source has been particularly productive of revenue 
since 1947; it provided the channel through which the 
Government absorbed a major part of the continued 
improvement in Chile’s terms of trade, as may be seen 
by comparing the relative movements in the terms of 
trade in gold pesos and in current pesos shown in table 
43. Beginning with 1947, there is a sharp break in the 
parallelism of the two series, the “paper” terms of trade 
failing to share the improvement shown in the “gold” 


*t The “gold terms of trade” or the ratio of export and import 
prices in gold pesos represent the terms of exchange of Chile 
with other countries. The “paper terms of trade”, or the ratio 
of export and import prices in current pesos, may be considered 
an indication of the domestic terms of exchange between sellers 
of export goods and domestic consumers of import goods (both 
orcs are given in table 43). Only the first ratio is relevant in 
this case. 


Chilena; Customs Administration of Chile, Boletin O, 
(Santiago); Central Bank of Chile, Boletin Mensual yer ini 


series. After 1951, the greater part of the further im- 
provement in the terms of trade due to the rise of copper 


prices was absorbed directly by the Government 


through trading profits on sales of copper which it ob- 
tained from the companies at a fixed price (precio 


legal) . 


With regard to the statistical significance of the two 
ratios of consumption to national product and to private 
income, though it is true that values for individual 
years may be affected by the changes in inventories, 
which are included in the consumption component, over 
longer periods of time they provide an adequate indica- 
tion of the trends and are meaningful for the purpose 
of this analysis. 


If the general trend of the ratio of consumption to 
private income is considered, it will be seen that after a 
sharp rise from 1937 to 1938, it fluctuated during the 
rest of the period—one of continued rising prices— 
around a fairly stable or perhaps moderately rising 
trend (see table 42 and chart 1). This would tend to 
corroborate the conclusions reached earlier in con- 
nexion with the discussion of real wages. Other things 
being equal, the ratio of consumption to private income 
follows the movement of real wages, in view of the 
fact that the tendency to consume out of additional wage 
incomes is generally higher. However, a more careful 
examination of the data will take into account the fact 
that, aside from changes in real wages, the ratio of con- 
sumption to private income was also affected by changes 
in the terms of trade and in the rate of taxation of ex- 
port profits, referred to above, which determined the 
profit content of private incomes. Thus the two ratios 
have to be considered in greater detail in relation to the 
various factors involved. 


Three phases may be distinguished in this respect. 
The first, 1937 to 1941, corresponds to the period of 
wage and salary adjustments under the legislation of 
1938. Both ratios showed a rise. The rise in the first 
ratio reflected the increase in the general level of earn- 
ings of wage and salary earners which, as noted earlier, 
rose significantly in relation to output per man.*? Since 
the level of taxation of mining profits was relatively 
low, the sharp deterioration in the terms of trade after 
1937 was reflected in a correspondingly steep fall in 
profit incomes, with the result that there was an even 
larger rise in consumption in relation to private income. 
The rise in consumption was made possible by an in- 
crease in the supply of food and manufactured goods.” 
In the second phase, from 1942 to 1946, which corre- 
sponds, roughly, to the war-time period, there were no 


82 It is assumed here, and in the following discussion, that 
changes in the share of labour consumption—or its practical 
equivalent, the total real wage and salary bill—moved parallel 
to total private consumption, an assumption which is borne out 

tistically. 
ac Benen the two four-year periods, 1934-37 and 1938-41, 
while domestic production of food remained practically un- 
changed, imports rose by about 12 per cent. Imports of other 
consumer goods rose by more than 13 per cent. 
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major changes in the two ratios and neither showed a 
definite trend. The movement of the ratio of consump- 
tion to private incomes was affected largely by changes 
in the terms of trade. 


Developments in the third phase, from 1947 onward, 
are of special interest. There was continued improve- 
ment in the terms of trade. At the same time, taxation 
of mining profits was increased considerably, and this 
was reflected in a sharp rise in government tax re- 
ceipts. Combined with the policy of subsidizing im- 
ports of food and essential imports (for example, raw 
materials for domestic manufacturing industries) by 
means of low preferential rates of exchange, this re- 
sulted in siphoning most of the gains from favourable 
terms of trade into subsidizing consumption of lower 
income groups.** Since the greater part of the improve- 
ment in the terms of trade was absorbed by increased 
taxation of profits in mining and was channelled into 
consumption, this eliminated the “profit effect” of the 
improvement upon the ratio of consumption to private 
incomes noted in the earlier years. The ratio showed 
a fairly horizontal trend in line with the stability of real 
wages during this phase. On the other hand, the ratio 
of consumption to physical product, since the latter 
was not affected by the changes in the terms of trade, 
tended to rise with the increase in the gains from for- 
eign trade.®® 


The over-all effect of government fiscal policy was 
thus, first, to maintain roughly unchanged, in the face 
of rising export prices, the relative shares of wages 
and profits in national income and, second, to check 
the tendency towards a redistribution of income against 
wages which an unrelieved operation of the inflation- 
ary process would have brought about. 


THE MONETARY ASPECT OF CHILEAN INFLATION 


Although direct reference has not been made to the 
policies pursued by monetary authorities and the com- 
mercial banking system in the course of the inflation, 
it is clear that these were implicit in the developments 
analysed in the preceding sections. The expansion of 
public development activities as well as of private in- 
vestment implied the provision of necessary funds; 
on the other hand, the continuation of the cost-wage 
spiral was contingent upon adequate monetary ex- 
pansion to sustain the growth of the real national prod- 
uct at a rising level of costs and prices. In both cases, 
necessary elasticity of the money and credit system 
was provided by means of flexible management of the 


4 This amounted to increasing the supply of foreign exchange 
in the hands of the Government, which permitted the mainte- 
nance of imports at a level adequate to sustain real consumption. 

85 It is assumed that during this period output per man was 
roughly unchanged. Had there been a decline in productivity, 
the conclusions of this analysis would have been reinforced. 
In such case, the fact that real wages were maintained would 
have meant that the fiscal policy of the Government, in addition 
to counteracting the effect of inflationary pressure, also com- 
pensated for the fall in productivity. 


100 |- Estimated 


4 


1937 ie 1940 1945 1950 1958 
¢ 
a 


7 
Source: See tables 41, 42 and 43. 


A. Terms of trade in gold pesos (1937=100). 


D. Consumption as a percentage of gross national product 
B. Terms of trade in current pesos (1937—100). 05 Ga 
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Table 44. Chile: Indices of Industrial Production, 1938 to 1953 
(1937 = 100) 
ee a ae ee eee oes ee ee 


1939 a 5 

PRED De @Aat on 09 152 
eee ns eee 123 127 
TOs te me 115 133 
Rae teats, eli ae Li? 192 
a enh ure © 120 139 
PSA tr ces. ce 116 152 
Bl eran 131 157 
Rs 2. ie 185 150 
ee ee 192 167 
BS eae gee 3: 173 216 
Ay Pee eer 158 212 
1950. FE 164 118 
OU ee Se go ace: 223 309 
PED on oe scene cee 268 448 
te eee ieee 250 413 


Electric i india 
pnd Textiles Shoes ere 4 
106 96 100 104, 
107 98 101 103 
120 110 120 114 
129 119 113 116 
134 119 100 115 
146 124 105 lll 
153 137 118 114 
187 149 121 130 
207 139 119 138 
227 144, 127 137 
245 145 115 141 
269 146 110 146 
319 145 112 146 
353 143 104 4 167 
393 153 105 184 
418 165 VE 201 


Source: Central Statistical Office, Estadistica 
Chilena. 


central banking mechanism and willingness on the part 
of commercial banking to provide expanded credit 
facilities. Central bank credit to the Government was 
expanded and this helped to finance recurrent budget 
deficits originating in the increase in public expendi- 
tures. At the same time, the central bank appears to 
have pursued a generally liberal rediscount policy, 
which provided commercial banks with sufficient liquid- 
ity. While bank credit was theoretically limited to short- 
term commercial loans, it was in fact widely used in 
long-term financing of private investment activities. The 
balance of payment surpluses which had been built up 
during the war-time years led to a favourable reserve 
position for the central bank and provided the basis for 
credit expansion. In the post-war years, the improve- 
ment in the terms of trade, combined with increased 
taxation of exports, enabled the central bank to main- 
tain, on the whole, a favourable position with regard 
to foreign exchange reserves. 


STAGNATION OF OUTPUT IN CONSUMER GOODS INDUSTRIES 


Although over-all figures on output in consumer and 
capital goods industries are not available, it is possible 
to trace the relative development of the two sectors by 
means of a few representative series (see table 44). 
Examination of these indicates that while output of 
capital goods rose steadily, production in industries 
characteristically related to consumer demand of lower 


86 A similar “substitution phase” in the industrial development 
of Chile, stimulated by a sharp drop in imports as a result of 
acute foreign exchange difficulties, occurred in the depression 
period of the nineteen thirties. Total industrial output increased 
47 per cent from 1929 to 1937; during the same period output 
of cotton textiles rose about 400 per cent. The substitution effect 
is illustrated by the decline in the percentage of consumer goods 
in Chilean imports, from 49 per cent in 1928-30 to 37 per cent 


in 1935-37. 


= 1936- 38=100. 


income groups, such as textiles and shoes, remained 
relatively stagnant, after a rapid increase in the years 
1940 to 1945. This increase largely represented a rise 
in the domestic output of substitutes for imported goods 
caused by war-time limitations of supply.*¢ 


Expansion of the capital goods industries in Chile 
reflects the process of economic development in that 
country, particularly public investment activities.5” The 
lack of parallel expansion in consumer goods industries, 
which is indicative of stagnation of domestic demand, 
despite a rise in employment and incomes, may be re- 
lated to the inflationary factors analysed above. As 
consumption of food tended to absorb an increasing 
part of the incomes of urban lower income groups, their 
demand for manufactured consumer goods was corre- 
spondingly reduced. Normally, higher prices received 
by agricultural producers would result in increased 
consumption of industrial consumer goods in rural 
areas, thus offsetting the decline in urban demand. 
However, owing to the institutional structure of Chilean 
agriculture, the increased incomes accrued chiefly to 
large-scale producers, whose tendency to consume out 
of additional income is small, particularly with regard 
to goods of domestic manufacture. Thus, after a phase 
of expansion stimulated by substitution for imports, 
the capacity of the domestic market to absorb manu- 
factured consumer goods was checked. Total real 


87 Coyernmental developmental activities tended towards ex- 
pansion in the basic sectors of the domestic economy, including 
communications, facilities for the generation of electric power 
and the iron and steel industry (see reply of the Govern- 
ment of Chile to the communication of the Secretary-General 
of the United Nations requesting information on measures taken 
by governments to deal with inflationary pressures associated 
with high levels of economic activity or with the process of 
economic development in under-developed countries, document 


E/2563). 


‘ reamaburet: to mAhex pare rise, it enor te con- 
ered a characteristic factor). In the face of con- 
_ tinued price rises, wage and salary earners succeeded, 
on the whole, in maintaining—and apparently raising 
- somewhat—the level of real wages which they had 
achieved as a result of the wage and salary adjust- 
ments of the period 1938 to 1941. The fact that the 
price rises failed to result in a redistribution of income 


against real wages, usually associated with an inflation- _ 


ary process, was due to government policy of sustain- 
ing consumption of lower income groups by means of 
subsidies for imports of food and essential raw mate- 
rials for domestic industries, financed by taxation of 
export profits. The effect of this policy was to channel 
into consumption the benefits from terms of trade which 
were improving during most of the period—the volume 
of exports showed a declining trend—and to offset to 
that extent deficiencies in the domestic food supply. 
However, the fact that the balance in the demand-supply 
situation thus achieved was precarious was reflected in 
the persistence of the cost-wage spiral and in the de- 
velopment of strains in the structure of consumption, 


®§ Discussion of the nature of hyper-inflation was contained 


to eae money “except for the minim 
current transactions. All incomes received 
uals thus tend to be spent immediately on consumption 
or investment, the latter in particular taking the m 
of massive hoatding of goods. There develops a flight — 
from money into goods which results i ina still further ‘ 


a hyper-inflationary spiral. 88 In the case of Chile, the 
government policies described, which sought to protect 
the level of real consumption of lower income groups, — 
helped to keep price increases under control, in — 
spite of recurring “shocks” resulting from the pre- — 
carious balance between demand and supply and in- 
creases in foreign import prices. These policies acted 
as a brake on accelerating tendencies that might have 
developed in the inflationary process. 


in an earlier United Nations report in connexion with the situa- 
tion in China in the period immediately following the war (see 
Inflationary and Deflationary Tendencies, Dee, sales num- 
ber 1949.11.A.1). 
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Chapter 4 


MAJOR DEVELOPMENTS IN WORLD TRADE 


Developments in world trade have continued to be 
generally favourable since about the middle of 1952. 
[he volume of world trade has steadily grown, and 
relatively stable terms of trade have prevailed between 
primary producing and industrial countries. The bal- 
ance of payments difficulties which had characterized 
30 large a part of the world during the post-war period 
have been considerably eased, and gold and dollar re- 
serves, outside the United States of America, have con- 
tinued to increase. While the conditions for an early 
resumption of convertibility did not appear to have 
been established in 1954, there was a growing tendency 
to dismantle parts of the machinery of international 
rade controls on which most non-dollar nations have 
had to rely up to now for protection of their balance 
of payments. 


The current measure of international balance, unlike 
that which obtained in 1950/51, has been achieved with- 
gut relying upon an abnormally inflated United States 
demand and booming prices in exports to the United 
States. On the contrary, it was maintained in 1954, 
albeit with a partial setback, in the face of a recession 
im economic activity in that country. While it is true 
hat the contraction was mild and not cumulative in its 
sffect on income and demand—it was halted in the first 
valf of 1954 and an upturn began in the second half— 
t had been commonly feared in many parts of the world 
hat even a mild recession would lead to a decline in 
world trade and in prices of primary products, and 
would pose a balance of payments problem for the rest 
»f the world. The volume of world trade and the prices 
yf primary products were both supported, however, by 
‘ising demand generated by expanding activity in west- 
“mn Europe. That the rest of the world should have been 
ible to add substantially to its international reserves 
while its output was expanding and that of the United 
states falling, is a striking indication of the extent to 
vhich its earlier dependence upon an import balance 
vith the United States and its vulnerability to small 
luctuations in United States import demand have been 
essened. 


Just as the gradual increase in production and supply 
f consumer goods in the early post-war years had pro- 
ided the basis for eliminating the war-time system of 
nternal price and rationing controls, so the continuing 
ise in international reserves since the middle of 1952 
as permitted a considerable degree of relaxation of 
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trade and payments controls, and even a lessening of 
discrimination against imports from the United States. 
A part of Europe’s imports from the dollar area has 
been freed from quantitative controls, import licences 
have been granted more liberally, and, in the United 
Kingdom, markets have been reopened for a consider- 
able number of commodities, permitting their importa- 
tion without restriction as to source of supply. Exchange 
restrictions on service and capital payments have also 
been relaxed in western Europe. 


Both the industrial and the primary producing coun- 
tries have shared, although not in equal degree, in the 
rise in volume of world trade. Their gold and foreign 
exchange reserves also rose in 1954, although the 
rate was slower than in 1953, and there were some 
exceptions from the general trend, most notably in non- 
dollar Latin America. 


While the rise in world trade in 1954 was widely 
shared, and the changes in trade balances did not gen- 
erally raise acute difficulties, several problem areas did 
develop. A number of countries, including both indus- 
trial and primary producers, were either confronted 
with an actual deterioration, or were concerned with a 
potential deterioration, in their balance of payments in 
the course of 1954 or early in 1955. The contraction 
in United States output was a relatively unimportant 
factor in these developments. Most of the countries 
involved had greatly expanded their imports owing 
to higher incomes and production and to relaxation of 
import restrictions, although in several instances poor 
weather conditions affecting food grains and feedstuffs 
were also important factors. In addition, exports of a 
number of countries fell, owing to increased production 
or declining demand for inventories in some importing 
countries, or to resistance to large and rapid price in- 
creases. To check the actual or threatened deterioration 
in their balances, the countries concerned generally 
tightened credit facilities or raised their interest rates, 
and in a number of instances decided to cut public ex- 
penditure, restrict private fixed capital investment or 
increase indirect taxes and import duties. Mexico, Chile 
and Brazil adjusted their exchange rates in the course 
of the year. Although the general tendency was to relax 
direct import restrictions, especially in Europe, a num- 
ber of countries had to tighten quota or exchange con- 
trols towards the end of 1954 or early in 1955 to check 
the rise in imports. 
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‘surpluses in a number of agricultural commodities, 
especially rice, sugar, wheat and cotton. These surpluses — 
have posed a problem not only for the countries hold- 
ing them, but also for other exporters of these commodi- 


ties. The increasing concern of primary producing 
countries with the price instability of their major ex- 
port products was an important factor in the establish- 
ment of the Commission on International Commodity 
Trade in 1954. 


While progress towards balance in international 
transactions with the United States has been consider- 
able, it should be noted that other countries have a 
combined deficit with the United States on commercial 
current and long-term capital account of about $3.2 
billion, the rise in foreign gold and dollar holdings in 
1954 being associated with United States short-term 
and medium-term capital outflow and with foreign 
economic aid and military expenditure. While the latter 


The Rise in World Trade 


World commercial trade in 1954 surpassed the all- 
time peak that had been reached in 1953. The value of 
commercial exports, measured in constant United States 
dollar prices, in the first three quarters of 1954 was 


Table 45. Indices of Quantum of Exports and Imports of Industrial and Primary 
Producing Countries, 1953 and 1954 


~ number of European countries was in part a1 : 


_ of trade agreements with eastern European count 


with 


trade might be changed by their eliminati 
States i 


eralization of trade with the United 


to probe the extent of such possible changes, 
too early yet to determine its effects. wi ice 


Some modification of restrictions in east-west 1 
took place during the period under review. The numb 


increased over the past two years, and the list of com- 
modities for which such agreements were made ex- 
panded. Trade with several countries in Asia and Latin | 
America took on greater importance in the first half of 
1954, However, east-west trade still remains relatively — 
small as compared with pre-war levels. 


about 7 per cent higher than in the same period of 1953 
or 16 per cent above 1950. The rise in quantum of trade 
(table 45) was accompanied by a moderately declining 
level of export prices, so that the value in current prices 


(1952 = 100) 
penL eins Scene nee enw iie seb hee Live Pe 
Ezports® Imporis 
Area coe January to September aes January to September 
year 1953 1954 year 1953 1954 
a ee 
Wortp totat 105 102 109 103 102 108» 
Total, industrial countries.............. 105 101 112 137 132 150 
United:States 0.0. css or nteteeet ee 94 94 96 105 107 98 
United Kingdom. «... yer, sua ee 104 101 109 110 109 lll 
Continental OFEC countries.......... 111 105 122 106 103 118 ; 
Total, OEEC countries.............. 109 104, 118 107 104 117 j 
Within OREC Ss". 3) eee ie eat (i I on 
With other countries.............. 107 101 113 sig? on % ‘ 
JAPAN) icstac his buts 2a 112 109 134 137 132 150 . 
Total, primary producing countries...... 104 102 105 97 95 100° | 
Gade c5. th ccs ch 090) vppbahligg 110 «11208 | 
Jatin America...:..,.....-- meee (i Sea hea oh 93 90 102 | 
Oversea sterling area................ 104 102 104 92 92 99 


Source: Statistical Office of the United Nations 
and United Nations Bureau of Economic Affairs. 
The classification of countries in this table and that 
used throughout part II of this report is the same 
as in earlier reports. The term ‘‘industrial coun- 
tries’ refers to the United States, western Europe 
and Japan. Western Europe includes all countries 
which are members of the Organisation for 
European Economic Co-operation (OEEC): Aus- 
tria, Belgium-Luxembourg, Denmark, France, 


western Germany, Greece, Iceland, Ireland, Italy 
and Trieste, Netherlands, Norway, Portugal, Swe- 
den, Switzerland, Turkey and the United ingdom. 
The term “primary producing countries” includes 


all other countries except eastern Europe and 
mainland China. 


* Excluding United States exports of military 
goods. 
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showed a smaller rise; as compared with 1952, when 
export prices were about 8 per cent higher, there was 
only a very slight increase in the annual rate. 


It is significant that 1954 should be characterized 
by an increasing volume of world exports and only 
moderately declining export prices, despite a contrac- 


_ tion in United States output. While this led to a decline 


in exports to the United States both from Europe and 
from the primary producing countries, this drop was 
more than offset by a rise in trade elsewhere. Other 
things being equal, it might have been expected that a 
recession in output in the United States would have 
led not only to a reduction in its imports but also to 


~ secondary reductions in imports by the rest of the 


world. Such a multiplier effect might have been antici- 
pated, owing both to the income and to the foreign 
exchange effects of the initial decline in exports. The 
countries experiencing the initial drop in exports— 
either in quantum or in price or in both—would nor- 
mally tend to decrease their imports as well. In this 
manner the impact on export proceeds and income 
would be transmitted throughout the entire group of 
trading countries. 


In this period, however, the fall in United States 
imports had little secondary repercussion. As already 
noted, unlike similar periods in the past, the 1954 re- 
cession in output did not lead to balance of payments 
difficulties for the rest of the world; instead, it was 
accompanied by rising gold and dollar reserves abroad, 
albeit at a lower rate than in the preceding year. In 
addition, its effect on the world level of economic activ- 
ity was offset by a marked expansion of output in west- 
ern Europe. There was accordingly a rise in the import 
demand of western Europe not only for goods from 
within western Europe but also for exports from the 
rest of the world, which more than offset the decline 
in import demand of the United States. The support 
thus given to export markets for primary products, 
together with increased short-term and medium-term 
credits granted by the United States and western 
Europe, enabled primary producing countries to in- 
crease their outlays for imports, although there was 
generally also a fall in the rate of accumulation of gold 
and foreign exchange. Most of the increase in demand 
was directed towards western Europe, whose export 
capacity has been greatly expanded. The rise in trade 
in the rest of the world was thus more than sufficient 
to offset the decline in exports to the United States. The 
resulting pattern of trade, by source and destination, 
measured in United States dollar values, is shown in 


table 46. 


Exports of primary producers in the first nine months 
of 1954, in constant United States dollar prices, were 3 
per cent higher than in the same period of 1953 and 
about 5 per cent above the average of 1952. Average 
export unit values were one per cent below the level of 
the preceding year and about 5 per cent below the aver- 


Table 46. Value of World Exports by Source and 
Destination, 1953, First Half, and 1954, First Half 


(Billions of United States dollars) 
SS: | rer ee see dae a ie EE re 320s Jew Saves Ma ee id tae eS 


Exports to 
Item and nite 
idee pe ee OEEC Other® gee 

Exports from: 
United States: 

1953 First half. . 133 4,52 5.85 

1954 First half... 1.44 4.60 6.04 
OEEC: 

1953 First half.. 1.04 6.53 Doo 12.93 

1954 Firsthalf.. .88 7.07 5.98 13.93 
Other:*® 

1953 ~Firsthalf.. 4.31 6.19 4.55 15.04 

1954 Firsthalf.. 4.06 6:44 4.78 15.28 
TOTAL:* 

1953 “First half.. 5.35 14.05 14.42 33.82 

1954 Firsthalf.. 4.94 14.95 15.36 35.24 


Source: Statistical Office of the United Nations. 


* Excluding eastern Europe and mainland China. 
> Excluding United States ‘“‘special category” exports. 


age of 1952. Accordingly, the index of the dollar value 
of exports by primary producing countries has changed 
but little since 1952. As already indicated, the demand 
for exports of primary producers in the first three 
quarters of 1954 was generally affected by two con- 
flicting forces, a decline in import demand of the 
United States and a rise in import demand of the 
other industrial countries. This difference in import de- 
mand was, however, less significant than might be as- 
sumed at first sight. In the case of foodstuffs, demand is 
related not so much to industrial production as to per- 
sonal disposable income. Since personal income was 
sustained in the United States despite the decline in in- 
dustrial production, food consumption was not reduced. 
While the volume of United States coffee and cocoa im- 
ports did decline, this was due to withholding of pur- 
chases resulting from extraordinarily large price in- 
creases rather than to a decline in consumer demand 
at constant prices. Apart from these two commodities, 
of which the value of imports rose sharply while the 
quantity fell, other United States food imports de- 
clined less than 3 per cent in value in the first three 
quarters of 1954. Significant decreases in import de- 
mand for food occurred in countries other than the 
United States; they were due primarily to a rise in 
output in the importing countries, although in some 
instances stocks of imported foodstuffs appear also to 
have been drawn down. 


The demand for raw materials from primary pro- 
ducers was, of course, affected by the divergent trends in 
industrial production. In the first half of 1954 the value 
of United States imports from primary producers of 
commodities other than food fell by over 10 per cent as 


compared with a year earlier, while the corresponding 
value of western European imports increased by about 
5 per cent. In view of the decline in prices of imported 
raw materials, the reduction in the quantum of such 
imports in the United States and the rise in Europe were 
probably of the same relative order of magnitude. 
There were, however, important differences among the 
major raw materials, which will be reviewed later. 


Apart from the divergent changes in demand, there 
were variations in supply attributable both to differ- 
ences in weather and to varying government policies 
with respect to production and prices. Despite the 
diversity of influences, most primary producing coun- 
tries experienced an increase in the quantum of their 
exports. Important exceptions were Australia, Brazil, 
Canada, Pakistan, Taiwan, and Thailand, reflecting 
lower exports of cereals, sugar, coffee, jute and wool. 
Cotton exports also fell in Pakistan, owing to reduced 
output, but rose in Brazil. 


The increase in quantum of exports of industrial 
countries in the first nine months of 1954 compared with 
the same period in 1953 was about 11 per cent, or 
nearly three times as much as for the primary produc- 
ing countries. All of the industrial countries registered 
significant increases in the quantum of their exports, 
with the greatest increases—about 16 per cent—reported 
in continental western Europe. 


Up to the early months of 1954, United States ex- 
ports had been falling. The major factors contributing 
to this fall were the recession in economic activity in 
Canada and the good harvests of 1953/54 in most of 
the world. In the course of 1954, however, the continu- 
ing strength in the reserve position of the European 
countries in the face of the decline in United States 
imports encouraged them to liberalize their trade re- 
strictions and in some cases to reduce their discrimina- 
tion against the United States. Poor harvests in a num- 
ber of countries in 1954/55 also contributed to a greater 
import demand for food and, in addition, the United 
States began to export significant quantities of its sur- 
plus agricultural commodities for payment in local 
currencies at competitive world market prices. United 
States exporis thus were higher in 1954 than in the pre- 
ceding year. 


In the countries members of the Organisation for 
European Economic Co-operation (OKEC) there was, 
in addition to the rise in imports from the rest of the 
world, a large increase in exports to one another. The 
rise in imports into western Europe was associated with 
a striking growth in its economic activity. However, the 
increase in continental OKEC imports was significantly 
greater than the rise in industrial production, the dif- 
ference reflecting in large part accumulation of inven- 
tories. The quantum of United Kingdom imports, how- 
ever, rose less than 2 per cent from the first three quar- 
ters of 1953 to the same period in 1954, although the 


trend was significantly upwards in the fourth quarter. 
The small rise in United Kingdom imports in relation 
to industrial output was in marked contrast with devel- 


opments in the preceding year, when imports rose about 
10 per cent while manufacturing increased about 7 per 
cent. The change was due both to a relative shift in 
output from more to less import-intensive industries and 
to a drop in investment in inventories of certain food- 
stuffs and raw materials, partly associated with the 
transfer of purchases to private control. 


Although the increase in exports of OEEC coun- 
tries to one another was considerable, it was, neverthe- 
less, only slightly larger than the increase in their ex- 
ports to the rest of the world. This is especially striking 
when account is taken of the significant decline in ex- 
ports to the United States and Canada in the first nine 
months of 1954 associated with the slackening of eco- 
nomic activity in those two countries. Indeed, the rise 
in western European exports to countries other than 
the United States and Canada appears to have been con- 
siderably greater than the increase in the quantum of 
exports to one another. Most of the increase in value 
of oversea sales of the United Kingdom went to the 
oversea sterling area while the increase in continental 
OEEC exports, although important in the oversea ster- 
ling area also, was greater to Latin America and to 
eastern Europe. The increase in exports to primary 
producers was due largely to the earlier recovery in 
their exports and their foreign reserves and to their 
relaxation of import restrictions in order to replen- 
ish inventories that had been run down in the pre- 
ceding period. In part, it was also associated with an 
expansion of medium-term credit facilities for exports 
of capital goods and with other export incentives pro- 
vided in a number of European countries. 


Most of the increase in imports of the primary pro- 
ducers was already recorded by the second half of 
1953 following relaxation of import restrictions that 
had been tightened earlier after the collapse in raw 
material prices. Inventories of raw materials had been 
run down, and consumption of imported finished indus- 
trial goods curtailed during the period of tightened re- 
strictions in 1952/53, and the easing of such controls 
following the rebuilding of their international reserves 
led to a significant increase of buying in foreign mar- 
kets. Imports of engineering products, which had fall- 
en less than other goods, also recovered strongly as 
fixed capital investment expanded, and several export- 
ing countries granted medium-term credits to promote 
such trade. In 1954 the rate of growth of imports slack- 
ened, partly because the increased harvests of 1953/54 
reduced import requirements for food and partly be- 
cause reserves of foreign exchange in a number of coun- 
tries were declining sharply and it was necessary for 


them to restrict credit and tighten import controls once 
again. 
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_ The largest part of the increase in imports of primary 
producing countries in the first three quarters of 1954 
was accounted for by Latin America and the oversea 
sterling area. In Latin America it was associated with 

_the revival of Argentine exports, a sharp rise in coffee 
and cocoa prices and a favourable position in petro- 
leum. In the oversea sterling area, Australia showed the 

_ largest increase in imports, following a rise in its ex- 
port income and a consequent increase in its foreign 
reserves, which made a relaxation of trade controls 
possible. In the second half of 1954 this policy was 
reversed as export proceeds had declined in the mean- 
time, and reserves were again run down. The oversea 
dependencies of continental Europe, whose imports 

“had declined less than those of Latin America and the 
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oversea sterling area in 1953, also showed a consider- 
able rise in quantum in 1954, reaching a level in excess 
of the 1951 peak. The strength of this recovery was 
based largely on increased export earnings. 


The changes in Canada’s imports were quite distinct 
from those of other primary producers. In 1952/53, 
when primary producers were generally reducing their 
imports as a result of the earlier decline in export earn- 
ings, Canada was increasing its imports in line with its 
general economic expansion and growing capital im- 
ports from the United States. In the second half of 1953, 
however, Canada, like the United States, experienced 
a mild economic recession and its imports fell off; the 
level in the first nine months of 1954 was about 10 per 
cent below that of the corresponding period of 1953. 


Relative Stability in Terms of Trade 


The rise in the volume of world trade was accom- 
panied by little change in the global terms of trade 
between primary producing and industrial countries 
(see table 47). Export prices of both groups of coun- 
tries have been declining moderately since mid-1952, 
but the terms of trade between them have remained 
on the average similar to those which prevailed in the 
first half of 1950. The decline in export unit values of 
industrial countries is accounted for very largely by 
the OEEC countries. Unit values also fell to some extent 
in Japan, but in that country most of the drop from 
the 1951 peak had already occurred by the end of 1952. 
Unit values in the United States, on the other hand, 
have been extraordinarily stable since the second half 
of 1952 and indeed have changed little since 1951; they 
shared neither in the rise of unit values in Europe in 


the course of 1951 nor in the decline after that period. 
Among the OEEC countries also, export unit values of 
the United Kingdom have been more stable than those 
for the continental countries, although they fluctuated 
more than those of the United States. A large part of 
the variation in movement of unit values among these 
countries is attributable to differences in commodity 
composition of exports. Continental OEEC exports are 
more heavily weighted than those of the United King- 
dom by primary products, whose prices showed rela- 
tively large fluctuations during the past few years. 
While primary products are also a large part of United 
States exports, their prices were largely stabilized 
through United States Government measures. A con- 
tributing element in the drop in continental OEEC 
export unit values in 1954 may have been the decline 


Table 47. Indices of Unit Value of Exports and Imports of Industrial and Primary 
Producing Countries, 1953 and 1954 
(1952 =100) 


a 


1953 
Full 
year 


Area 


a EE 


Worip ToTAL 95 


Total, industrial countries.............. 94, 
Rs Uiay na eee ge ee aa 99 
Wanted Kaneda i3 ies te cid 0-3 97 
Continental OEEC countries.......... 92 
Total OHEG countries so, wacue- 0. 93 
| ET eae seer gna ae eR Pia 2 89 

Total, primary producing countries...... 96 

TE Of irre EAE AC MW fen 97 
atin Americag fii ag alte om sede ionne 98 
Oversea sterling area..........------ 95 


Source: Statistical Office of the United Nations 
and United Nations Bureau of Economic Affairs. 
Calculated in United States dollars. 


Exports *® Imports 
January to September ee January to September 
1953 1954 ei 1953 1954 
96 93 93 93 91 
95 92 92 92 90 
99 98 96 96 98 
97 95 88 89 87 
92 88 92 92 88 
94, 90 91 92 88 
88 89 87 87 84 
96 95 94 95 92 
97 95 98 98 99 
97 101 96 96 94, 
96 93 93 93 91 


» Excluding United States exports of military 
goods. 


in import unit values; significant increases in produc- 
tivity accompanying the expansion of output generally 
offset the effect of increases in wages upon export 
prices. 

That the decline in export prices of primary produc- 
ing countries was negligible despite the contraction in 
United States output was due in large part to the off- 
setting effect of the rise in economic activity and import 
demand in western Europe. There were, however, also 
important price stabilizing factors at work in the 
United States, which kept the internal price level highly 
stable despite the contraction in output. Among those 
with most direct impact on prices were the farm sup- 
port programme, the rise in money wage rates and, in 
the case of non-ferrous metals, the renewed stockpiling 
in 1954, 


Despite the comparative stability in average prices of 
primary products, there was considerable diversity in 
changes of export unit values of the primary producing 
countries, more so than in the quantum of their exports. 
This is not surprising since the relatively low price elas- 
ticity of both demand and supply for primary products 
tends to produce considerably larger fluctuations in 
prices than in quantities of exports. Thus, small reduc- 
tions in supply such as occurred in the case of cocoa 
may lead to substantial increases in price. Similarly, 
attempts to reduce inventories often require substantial 
price reductions if they are to succeed even on a modest 
scale. 


Despite the decline in average export unit values 
in world trade, import unit values of the United States 
rose slightly in 1954. This was largely owing to the 
sharp rise in coffee and cocoa prices, which somewhat 
more than offset declines in prices of other imports 
generally. Since its export unit values fell slightly, its 
terms of trade deteriorated somewhat. In western 
Europe, import prices fell somewhat, though more on 


the continent than in the United Kingdom, and the terms 
of trade were virtually unchanged. There appears to 
have been some improvement in the terms of trade in 
the first half of 1954, but deterioration apparently set 
in towards the end of the year. 


The moderate decline in export unit values of the 


industrial countries was reflected in an equally moder- 
ate decline in import unit values of the primary pro- 
ducers in the aggregate, the terms of trade with the 
industrial countries having improved slightly. The de- 
cline in the oversea sterling area was somewhat more 
limited than that of the dependencies of continental 
European countries, owing to the greater importance of 
the United Kingdom as a source of supply. Canada, 
whose trade is primarily with the United States, showed 
no drop at all; in mid-1954 its terms of trade were 4 
to 5 per cent less favourable than a year earlier, al- 
though still more than 5 per cent above the 1950 level. 


On the average the terms of trade of the industrial 
countries with the primary producers, after very con- 
siderable fluctuation, have become remarkably similar 
to those which prevailed prior to the outbreak of 
Korean hostilities. Even the United Kingdom, which 
had the most unfavourable change in its terms of trade 
during the 1950/51 boom, gradually regained this loss. 
The United States is a notable exception, its terms of 
trade having been continuously less favourable than 
in the first half of 1950; the decline in raw materials 
prices since mid-195] has not been sufficient to restore 
its terms of trade to the pre-Korean level. The counter- 
part of this change is a slight improvement in the terms 
of trade of primary producers, notably in Latin America 
and the dependencies of continental OEEC countries. 
The oversea sterling area, which was the largest gainer 
during the 1950/51 boom, now has significantly less 
favourable terms of trade than prevailed before the 
upsurge in prices. 


The Shifting Commodity Composition of Trade 


It is, as usual, difficult to discern any general trends 
in the widely discrepant movements in the commodity 
components of world trade. By 1953 the effect of the 
boom and collapse in raw materials prices upon exports 
of primary products had already been in large part 
spent, and comparative stability had been reached in 
markets for primary products (table 48). On the aver- 
age, export receipts from primary products were about 
15 per cent above 1950, with increases of primary pro- 
ducing countries relatively greater than those of indus- 
trial countries. The increases in unit values and in 
quantum each accounted for approximately half the 
rise in value. In general, exports of minerals showed 
the largest gains, both in quantum and in unit value. 
Agricultural raw materials, on the other hand, were 
generally in a very weak position: unit values were on 


the average no higher than in 1950 and the quantum 
of exports was approximately 5 per cent below the 1950 
level. The textile fibres fared the worst in this group, 
the quantum being about 10 per cent below the 1950 
level, and unit values about 5 per cent below. Food- 


stuffs occupied an intermediate position which was, 


however, more favourable than that for the average as 
a whole. The quantum and unit value indices (1950= 


100) of world exports of primary products in 1953 are 
set out below: 


Quantum Unit value 
All primary products.............. 106 108 
Crude foods sac. vane eee 109 15 
Agricultural raw materials.......... 95 99 
Minerales. :);..5 22, wae ane 128 117 


Source: Statistical Office of the United Nations. 
® Fuels and metallic ores. 
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Table 48. Index of Primary Products’ Prices in External Trade, 1950 to 1954 


| (1952 = 100) 
P Total Agricultural Mineral 
oo ee ae ee Sags oe 38 
eae erica tae ee ee 10 
eo ee 104 a1 90 of 
pee i an 13 09 al 04 


Se ee a Sa a ee en aes ye 
Source: Statistical Office of the United Nations. Calculated in United States dollars. 


® Not processed. 


The comparative stability in average primary prod- 
uct prices apparent in the data since 1953 is partly 
illusory, however, since there were very substantial 
changes in prices of individual commodities. These 
fluctuations were not unrelated to the economic forces 
generated by the Korean hostilities. From mid-1952 to 
mid-1954 there appears to have been some tendency 
towards partial readjustment in the commodity pattern 
of trade from the divergent trends of the preceding two 
years. 


Declines in prices of staple foodstuffs (chart 2), 
particularly wheat, rice and sugar, reflected the con- 
siderable growth in production in relation to consump- 
tion over the past few years as a result of which 
shortages have been converted into surpluses. This has 
occurred despite the steady growth in world income 
over the same period. In wheat and rice, not only the 
exporting but also the importing countries, generally, 
experienced unusually good crops in 1953/54, so that 
exports fell, prices declined and stocks increased. Al- 
though the price declines for all three commodities 
were limited by national and international stabilization 
measures, the mounting stocks exerted considerable 
downward pressure on prices. Wheat prices levelled 
off at the end of 1954, owing to the sharply reduced 
harvests of 1954/55. Prices of other foods in inter- 
national trade were not affected by the trend in staples, 
but, on the contrary, continued to rise in 1953/54. The 
demand for protein foods, fruits and vegetables, and 
beverages has risen more than that for staples, both 
because consumption is more elastic with respect to 
income and because governments have been increasingly 
relaxing import restrictions. In addition, the supply of 
these commodities has increased to a lesser extent than 
those of the staples, partly because governments have 
been more concerned with the promotion of staple crops 
which had been in scarce supply and constituted a 
heavy drain on their foreign exchange earnings and 
reserves. In 1953/54, a small reduction in cocoa output 
and expectations of a poor coffee crop in Brazil led to 
a very sharp rise in prices of these two commodities. 


The market for some non-ferrous metals had already 
weakened in 1952, and for others turned soft early in 
1953. As in the case of cereals, the decline was due 
largely to continued expansion in output during the 
preceding years, which had wiped out the deficit in 
supplies. The effect of rising output on prices was 
reinforced in 1952/53 by decreases in inventory ac- 
cumulation in Europe associated with the slower rate 
of growthjin economic activity. Early in 1953 the United 
States curtailed its stockpiling, and in 1953/54 the re- 
cession further limited demand for these metals. Partial 
recovery began in the course of 1954, however, while 
the demand for cereals was still declining. The rise in 
European industrial production partly offset the effect 
of the United States recession and, in addition, the 
United States resumed stockpiling purchases of a num- 
ber of metals in an effort to stabilize prices. Strikes in 
copper mines in various parts of the world in the latter 
part of 1954 and early 1955 contributed to the recent 
upturn in copper prices. 


While cereals and non-ferrous metals were giving 
up part of their earlier gains, agricultural raw materials 
began to recover moderately in 1953 after their col- 
lapse in 1951/52. Although rubber export prices con- 
tinued to show weakness in the early part of 1954, they 
rose strongly in the second half of the year. Recovery 
in international prices of the fibres began, first in wool, 
then in jute, and more recently in cotton. While in 1954 
wool and jute maintained approximately the levels they 
had reached by the end of 1953, cotton prices did not 
really begin to increase until the end of 1953. The up- 
turn was associated with the expanded output of cotton 
textiles resulting from the increase in real incomes in 
Europe and the upsurge in Indian and Japanese exports 
of cotton piece-goods. Owing to earlier reduction of 
cotton stocks in non-dollar areas, recovery in non-dollar 
prices relative to those of the United States, and a 
lessening of discrimination against imports from the 
dollar area, the United States was able to increase its 
cotton exports significantly in 1954. 
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nine months of 1954, however, increased exports, espe- 
cially of chemicals and textiles, carried the total for 
non-engineering products about 9 per cent above the 
rate of exports in 1953, while machinery and metals 
increased only about 4 per cent. The greater degree of 
fluctuation in other manufactures than in engineering 
products is indicative of the marginal character of trade 
in industrial consumer goods as compared with invest- 
ment goods in the post-war period. Imports of invest- 
ment goods have received first priority in most coun- 
tries as part of their effort to achieve a high rate of 
economic growth and development, while imports of 
industrial consumer goods have had to be adjusted in 
accordance with the balance of payments. While adverse 
.changes in the balance of payments have led to severe 
curtailment of imports of consumer goods, improve- 
ments in the balance have generally led to considerable 
relaxation of controls. 


Chart 2 (continued) 


0 


Lumber 


Metal ores 


_— Coal 


#7 — All primary products 


_— Cereals 
—— Oil-seeds 
—== Wool 
—— Petroleum 
——= Cotton 


Rubber 

—— Sugar 

Sa UUtS 

"—~ Vegetable oils 


1954, FIRST HALF 


99 


Table 49. Exports of Manufactures from the 
United States and Western Europe, 1953 and 1954 
(Billions of United States dollars) 


Machinery, 
transport Other 
Area and period Total equipment manufactures 
and metals 
United States: 
1s ented Boca tee 7.06 4.43 2.63 
TOGA errs ete cies eas) 4.55 2.79 
United Kingdom: 
bi i Rng Abas ede go, mr bile 3.07 2.66 
TOE Alas cekchetane cual 5.96 3.19 Pasta 
Continental OFEC: 
Sere clon at aiid 11.86 5.80 6.06 
TORTS ANS ee enti tts 12.95 6.17 6.77 
ToTaL 
TOSS evs serene 24.66 13.31 11.35 
NOG 4s ror cetree 26.24 13.89 12.33 


Source: United Nations Bureau of Economic Affairs. 
® January to September, at annual rate. 
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; based on Commodity Trade Statistics, 
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1-1X 1-IX 
published by the Statistical Office of the 
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The export balance of the United States, excluding its 
exports of military goods, rose again in 1954 after 
having fallen substantially in 1952 and 1953. This was 
to be expected in view of the relatively high rate of 
growth of economic activity in the rest of the world, 


- which coincided with the moderate recession in the 


United States. The change was reinforced, however, 
both by reduced purchases for stockpiling in the United 


States and by relaxation of trade and exchange controls | 


in many countries in transactions with the dollar area. 
Most of the increase in the United States export balance 
was with the non-dollar areas of the world. Its active 
balance with Canada fell, both exports and imports in 
trade with that country showing a drop.’ Its export bal- 
ance with the dollar countries of Latin America did 
show a rise but the increase was due solely to higher 
exports; United States imports from that area were also 
higher in dollar value. 


Despite the rise in the United States export balance 
with the United Kingdom, the latter showed an improve- 
ment in its global trade balance in 1954, owing to a 
decrease in its import balance with the sterling area. 
For the year as a whole the total value of its exports 
increased while the value of its imports remained prac- 
tically unchanged, though the volume was higher. At 
the turn of the year, its imports began to rise, however, 
and the Government felt obliged to take strong mone- 
tary measures at the beginning of 1955 to check the 
deterioration in its balance of payments. The combined 
trade balance of the continental OEEC countries 


+ Based on data for eleven months of 1953 and 1954. 


Table 50. Exports, Imports and Trade Balances of Primary Producing and Industrial Countries, 
by Areas, 1953 and 1954 


(Billions of United States dollars) 
EE 


Value of exports 


Country or group 


1953 1953 1954 

Full 

year 
Total, industrial countries......... 40.44 29.40 31.60 
ROMEO OLALGRE so -c5c wick is een IAI) 8.99 9.18 
United Kingdom’. .............. (er) 5.29 5.62 
Continental OEEC countries... .. 19.43 13.94 15.39 
SET ono Aa Ve 0.92 1.14 
Total, primary producing countries.. 29.74 21.92 22.18 
(CRTIRUE,.. 5 oct eee 4,24 alles 2.94 
Total, Latin America........... Tey 5.57 0.85 
Dollaricotmiries............. 3.93 2.96 3.19 
Non-dollar countries........., 3.58 2.61 2.66 
Oversea sterling area........... 10.39 Regi 7.08 

Dependencies of continental west- 

ern European countries....... Zo 2.00 eo 


Other primary producing countries 4.83 3.48 3.68 


Source: United Nations Bureau of Economic Affairs. 


*C.if. Imports of the United States, Canada and other 
countries which are reported on an f.o.b. basis have been con- 


~ area.? A substantial rise in imports occurred in be 


January to Sepiember 


rts rose substanti ly 
gdom or United States 


in decreases in the export balances of n n-dolla 
America and more especially of the oversea 


areas in the first nine months of 1954. In the overse 
sterling area there was also a significant decline in 
value of exports in this period, but in the last quarter 
of the year exports rose by about 10 per cent above the 
average for the three preceding quarters. 


In contrast with these areas, Canada reduced its im- 
port balance in the first nine months of 1954, the reduc- 
tion in its import balance with the United States more 
than offsetting the decline in its export balance with the 
rest of the world. The export balance of Latin American 
dollar countries in the first nine months of 1954 was 
virtually the same as a year earlier, with both exports 
and imports rising. Data on trade balances of the major 
trading areas through the first nine months of 1954 are 
shown in table 50. 


* The increase in the import balance of all primary producers 
was smaller than might have been expected from the rise in 
the export balance of the industrial countries. This was owing 
to inconsistencies in the statistics of world exports and imports 
arising from differences in timing, definition, coverage, conver- 
sion of values in local currencies into dollar values, and the 
inclusion of shipping costs in imports but not in exports. 


Value of imports® Balance 
January io September January to September s 
oe 1953 1954 a 1953 1954 
year year : 
45.28 33.70 34.85 —484 —430 —=8050mn 
11.96 913 8.54 0.18 —0.14 0.65 
9.07 682 6.81 —1.83  —1.59 = eee 
21.27 15.59 17.16 —184 —=—=1.654 Bee 
241 41.95) LOI “114 (ayaa 
30.42 22.50 23.18 =0.60 -=0.58.) = 300 
4.90 3.72 3.44 —0,66 —0.57 —0.50 
6.49 4.67 5.29 1.03 0.90 0.56 
3.45 250 2.73 0.48 0.46 0.46 
3.04. 17a Meese 0.55 0.44 0.10 
9.62 7.16 7:53 0.76 0.55 0.06 
351 257 i274 —0.74. =—057 208 
5.90 438 418 —1,07 « 0,90 Se 


verted to an arbitrary c.i.f. basis (f.o.b. +10 per cent) in order 


to make them more nearly comparable with data for other 
countries. 


» Excluding exports of military goods. 
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' The spread between the trade balances valued in cur- 
rent dollar prices and in prices prevailing in the first 
half of 1950 before the outbreak of Korean hostilities 
remained relatively narrow during 1954. It widened 
‘somewhat in the United States as a result of a further 
slight deterioration in terms of trade, but was reduced 
virtually to the vanishing point in the United Kingdom, 
where the terms of trade had been improving since the 
end of 1951. As has already been noted, Latin America 
and the dependencies of continental European countries 
have been the chief beneficiaries of the changes in terms 
of trade: their trade balances were more favourable 
when measured in current prices than in constant prices 
(first half of 1950). The oversea sterling area, on the 
other hand, has consistently shown a less favourable 
‘trade balance in current than in constant prices since 
the collapse of its raw material prices in mid-1951 (see 
chart 4). 


Despite the increase in import balances of the rest of 
the world with the United States in 1954, gold and 
dollar holdings abroad continued to rise, although at a 
lower rate than in the preceding year (see table 51). 
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The net flow of gold and dollars from the United States 
was of about the same order of magnitude as United 
States foreign economic aid, with the increase in its 
trade balance being offset primarily by a greater out- 
flow of capital. In part, this outflow both of portfolio 
investment and short-term capital, reflected liberal 
credit facilities in the United States, but in part, the 
short-term movements consisted of a heavy accumula- 
tion of claims against Brazil and, to a lesser extent, 
Colombia. The remaining part of the increase in re- 
serves of the countries listed in table 51 was accounted 
for by newly mined gold, and by sales of gold by the 
Soviet Union. 


As compared with the first half of 1950, there has 
been a substantial increase in liquidity—especially in 
the sterling area and continental western Europe—which 
has significantly reduced vulnerability to small shocks 
affecting trade balances. From June 1950 to June 1954 
gold and dollar holdings of the world, excluding the 
United States, increased by over $6 billion. Most of this 
increase, however, went to western Europe and Canada, 
with continental OEEC countries accounting for about 


Table 51. World Gold Reserves, Dollar and Sterling Assets,? 1950 to 1954 
(Billions of United States dollars; 30 June of each year) 


Latin America Oversea 
Continental Oversea _ sterling 
United United OEEC Dollar Non-dollar sterling depen- 
Item and period States Kingdom countries Japan Canada countries> countries countries® dencies Toial4 

Gold: 

HES). «cs. ciate Pasa AnGne ahr 24.33 1.70 al (Oba lis} 0.51 0.90 0.79 0.57 — 33.30 
RG yeep ra een, Sietovslalcioee sgere a's 21.87 3.52 3.78 0.13 0.65 1.05 0.98 0.61 —_ SOP 
OSD Miro cis Saieclc se Sarees 23.05 1.42 4.21e 0,12 0.88 0.94 0.88 0.58 —_— 33.42 
liane 2a Beene ee eee 22.52 1.98 4.69° 0.12° 0.94 0.95e 1.10¢ 0.61e _ 33.68 
LS eee Sine. 2 eran 22.03 Z.908eeeo.202 = 0138 91.03 0.82 1.02 0.63¢ — 34.15 
ollar balances (official and private): 

4 U5 0meee . - : ue Dreceyers He y Tees «3 , 0.91 1.99 0.34 0.98 0.81 0.54 0.22 —_ 6.62 
POS Shae ees aaa Pee ee 0.62 1.99 0.34 ESI 0.89 0.76 0.23 — eos 
ne er ioba cas ate se tie ese lend 0.79 Pall 0.73 1.50 1.05 0.44 0.24 — 8.30 
Ss tlc chee ote Se eter oie 0.91 2.87 0.89 Tar. 1.23 0.53 0.30 — 9.09 
ew ei Me wcrc ost found sop 0 0.99 3.80 0.62 1.32 1.40 0.51 0.29 — 10.14 

5 - 

os ste =e Reise accra e, accoshs 0.03 1.10 0.05 0.01 0.02e 0.25 4.94 1.81 10.015 
OO) UP ee oon a/ cialis oem tials 0.11 1.18 0.12 0.01 0.09 0.15 5.70 2.54 11.68 
sO Rye 5 RE Seer ee 0.04 0.98 0.36 0.01 0.01 0.02 3.84 2.90 9.54 
TEES) o.eleuc cee cae eae 0.03 0.85 0.04 0.01 0.08 0.10 4.58 3.06 10.11) 
OO ks ated a 0.08 085 0.09 0.01 0.08 008 4.74 3.33 10.70 
TOTAL: 

artes Rene 24.36 2.61 6.85 0.52 L514) 1.74 1.58 Dato 1.81 49.93 
1981. ee ee. S108. 414° 696 0.50 108° 2.08" 1.805 6 54a er eed oer 
OR Ue e.g Seat ae Oa Di, 222, 7.90 1.20 2.39 2.00 35 4.66 DOT) stale 
eee ee ee; 22.09 2.89 8.41 1.06 2.06 2.26 TS 5.49 3.06 52.88 
ICCA: sega ae ne ae S211 3,59 990 0.74 236. -231 161 5.66 3.33- 54.99% 


Source: Gold: International Monetary Fund, International 
Financial Statistics (Washington, D. C.); ollar holdings: Inter- 
national Monetary Fund, International Financial Statistics, and 
“Short-term Liabilities to Foreigners’ in Federal Reserve Board, 
Federal Reserve Bulletin (Washington, D. C.); Sterling balances: 
United Kingdom Balance of Payments, 1946 to 1953, Cmd 8976 
and United Kingdom Balance of Payments, 1946 to 1954, Cmd 
9291 (London). - gtd 2 

« Excluding assets of international institutions. ( 

> Including dollar holdings of western European dependencies 
in Western Hemisphere. 


e Including dollar holdings of Hong Kong and sterling bal- 
ances of Iceland. : 

4 Including a number of countries not separately shown; 
excluding eastern Europe and mainland China. 

e Estimated. 

f Sterling balances of United States and Canada from national 
sources; all other sterling balances from United Kingdom 
sources. 4 f : 

€ Sterling balances of “dollar area” as shown in United King- 
dom sources, less balances of United States and Canada. 

b Including sterling balances of eastern Europe. 
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$3.3 billion, the United Kingdom about $850 million 
_and Canada almost the same amount. The other primary 
producing areas increased their gold and dollar hold- 
ings by about 25 per cent, from $5.2 billion in June 
1950 to $6.6 billion in June 1954, The sterling depend- 
encies also increased their sterling balances by about 
$1.5 billion, but other countries reduced their sterling 
balances by about $650 million. Apart from Canada 
and the sterling dependencies, the increase in total for- 
eign exchange reserves of the primary producing coun- 
tries was under 6 per cent. 


While the changes in trade balances in 1954 were not 
insignificant, they were not of such a magnitude as to 
reduce materially the degree of balance in world trade 

~which had already been achieved just before the out- 
break of Korean hostilities. As compared with the levels 
which prevailed in the first half of 1950, the export 
balance of the United States was reduced. While the im- 
port balance of the United Kingdom was somewhat 
higher, that country’s trade was already in fairly close 
balance at the earlier date. The continental OEEC coun- 
tries, on the other hand, whose trade was still highly 
unbalanced in the first half of 1950, reduced their im- 
port balances considerably by 1954. The improvement 
reflected the substantial expansion in productive ca- 
pacity of the continent, notably of Germany, which had 
enlarged its exportable supplies and reduced its import 
requirements in relation to output. Changes among the 
primary producing countries were relatively small, with 
most of the deterioration in trade balances in relation 
to the first half of 1950 occurring in Canada and the 
dependencies of continental European countries, where 
they were financed by larger capital imports. 


While the earlier post-war problem of imbalance in 
world trade has been reduced in recent years to more 
manageable proportions, the nature of the balance dif- 
fers from that of the inter-war period in major respects. 
On the one hand, non-commercial items in the balance 
of payments—government expenditure and grants— 
play a much larger role in the financing of trade bal- 
ances. On the other hand, a larger proportion of world 
trade is now self-balancing, that is, a smaller propor- 
tion is financed through net balances on service, capital 
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and gold account. The sharp decline in the relative 
importance of investment income of the United King- 
dom since the Second World War has necessitated a 
very considerable rise in the proportion of its trade 
that is self-balanced. The trade of the continental OKEC 
countries, after having been highly unbalanced in the 
post-war years to 1950 is now about in balance as it had 
been also during the inter-war period; in the aggregate 
their losses both in investment income and in terms of 
trade as compared to pre-war have been comparatively 
small. The counterpart of the decline in import balance 
of the United Kingdom has been a rise in imports of 
the primary producing countries in relation to their 
exports. In real terms the rise in imports in relation to 
exports has, of course, been even greater than in value 
terms. 


The rise in the proportion of trade that is self-bal- 
ancing is largely accounted for ‘by an increase in the 
share of trade that is bilaterally balanced between 
pairs of countries. The proportion of trade that is multi- 
laterally balanced through the offsetting of debit bal- 
ances with some areas against credit balances with 
others appears also to have risen from the low level 
to which it had fallen in the early post-war years. It 
is not possible to say, however, whether there has been 
an increase or a decrease in multilateral settlements on 
total current account since data on the flow of receipts 
and payments for services by areas are not available. 


Whether or not the degree of multilateralism has 
changed significantly, there has evidently been a rein- 
forcement of the tendency already visible in the nine- 
teen thirties for trade to become more concentrated 
within certain monetary or political areas. As may be 
seen from chart 5, the trade of the United Kingdom 
with the oversea sterling area, the trade of the con- 
tinental OEEC countries with each other and with their 
dependencies, and the trade of the United States with the 
rest of the dollar area have each risen significantly in 
relation to the respective total trade of each area. In 
view of the increase in regionalization of trade indicated 
in chart 5, it seems probable that a large proportion of 
multilateral settlements takes place within each of the 
currency areas, while the trade between currency areas 
tends to be more closely balanced. 
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; based on Direction of International Trade, published by the Statistical Office 
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Chapter 5 


INTERNATIONAL TRADE AND PAYMENTS OF THE UNITED STATES, 
WESTERN EUROPE AND JAPAN 


The Dollar Balance in 1954 


The deficit of the rest of the world with the United 
States on commercial current and long-term capital ac- 
count? rose from $1.8 billion in 1953 to $3.2 billion in 
1954, thereby approaching the $3.5 billion reached in 
1951. Nevertheless, the rest of the world was able to 
add $1.7 billion to its gold and dollar reserves as a re- 
sult of transactions with the United States during 1954 
—a rate only half a billion dollars under that of the 
previous year. 


The figures below set forth the principal changes in 
the United States balance of payments from 1953 to 
1954, in terms of factors tending to raise or reduce the 
rate of accumulation of gold and dollar reserves by the 
rest of the world. 


Millions 
of dollars 
Factors tending to reduce the rate: 
Imports of non-military goods and services. . — 648 
Exports of non-military* goods and services 
re Br een Rae ima eee —630 
Government unilateral transfers (other than 
mitlitary) 2s sat einer at tan. ines ek Cae —295 
Government net long-term capital outflow. . . — 436 
Private net direct investment and remittances =56 
Tota —2,055 
Factors tending to raise the rate: 
Military expenditures abroad.............. 37 
Government short-term capital outflow...... 108 
Private outflow of portfolio capital......... 440 
Private outflow of short-term capital........ 780 
TOTAL 1,365 
Reduction in errors and omissions........... 157 
Net decrease in additions to gold and dollar 
reserves byrother countries... 6.06. ce ve —533 


“Including military goods and services paid for in cash 
rather than oH in the form of aid.¥Exports of this type 
declined $17 million from 1953 to 1954. 


Thus, the United States balance on commercial goods 
and services rose by nearly $1.3 billion in 1954, ex- 
ports and imports contributing about equally to the 
result. At the same time the supply of dollars was 


* Including goods and services (other than United States mili- 
tary aid exports and military expenditures) , private remittances, 
private net direct investment and portfolio capital, and net gov- 
ernment long-term loans. 
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reduced by approximately $800 million through de- 
clines in governmental grants and long-term loans and 
in private direct investment and remittances. 


The financing of the increase in the deficit was made 
possible chiefly in two ways—through an increase in 
short-term and portfolio capital outflow of no less than 
$1.3 billion and a reduction of half a billion dollars, 
as already noted, from the high rate of accumulation 
of gold and dollar reserves in transactions with the 
United States in 1953. At the same time United States 
military expenditures abroad rose slightly, and there 
was a substantial fall, as provisionally estimated, in the 
unrecorded flow of dollars into the United States. 


The decrease in imports was virtually confined to 
goods; service payments as a whole were steady, a rise 
in travel expenditures offsetting minor declines in other 
items. Imports of merchandise for consumption dropped 
5 per cent in value from 1953 to 1954. This was the 
combined result of a rise of 3 per cent in import unit 
value and a decline in volume of 8 per cent, compared 
with a drop of 3 per cent in real national product and 
7 per cent in manufacturing. 


Notwithstanding an over-all increase in food con- 
sumption in the United States, the volume of imports of 
foodstuffs for consumption fell considerably. This was 
due to abnormal increases in the prices of cocoa and 
coffee in 1953/54 and expectations of a reversal in this 
trend, leading to a withholding of purchases. Despite 
the fall in import volume, however, the value of im- 
ports of foodstuffs was maintained in 1954 owing to 
the higher prices noted above. 


Imports of finished manufactures in 1954 were at the 
same level as in 1953, both in volume and value, reflect- 
ing stability in the demand for newsprint, a virtual halt 
in the previous upward trend in the demand for machin- 
ery and vehicles, and a fall in imports of textiles. 


Thus, the main burden of the decline in the value 
of imports was concentrated upon crude materials and 
especially, semi-manufactures. As indicated below, the 
reduction in the volume of imports on private account 
of crude and semi-manufactured products was relatively 
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moderate, a significant proportion of the drop being 


the result of a fall of about 10 per cent from 1953 to 
1954 in purchases for the strategic stockpile. 


_ Although manufacturing output rose from the first 


to the second half of 1954, and the rate of inventory 
liquidation was reduced, both the volume and value 


of imports dropped. Imports of certain raw mate- 


rials, notably non-ferrous ores and metals, had been 


relatively high in the first half of 1954, and declined 


in the second half of the year. This, together with the 
sharp slump in the value of coffee imports, constituted 
the main reasons for the decline of $320 million in the 
value of imports of merchandise from Latin America 
from the first to the second half of 1954—and hence for 
the decline in total merchandise imports of nearly $240 
million. 


Of the total gain of $630 million in exports of goods 
and services from 1953 to 1954, $445 million repre- 
sented merchandise; by far the most important item in 
the remainder was a rise of $136 million in income on 
foreign investment. 


Deliveries of merchandise to Canada dropped about 
9 per cent in value, owing to the slackening of economic 


activity in that country, but deliveries to the rest of the 


world rose about 8 per cent. This was due to higher pro- 
duction and incomes, especially in western Europe, the 
relaxing of controls on imports, not only in western 
Europe but in the oversea sterling area and South 
America, and the agricultural export promotion pro- 
gramme of the United States. 


Much of the increase in exports in 1954 consisted 
of raw cotton, fats and oils, and certain other agricul- 
tural commodities, as a result of the decision of the 
United States Government to dispose of part of its ag- 
ricultural surpluses by such means as selling the com- 
modities at world market prices below the domestic 
support level, and accepting foreign currencies in pay- 
ment. Expenditures by the Foreign Operations Admin- 
istration for commodities shipped against payment in 
foreign currencies amounted to about $14 million in 
1953, and about $215 million in 1954. Cotton exports 
were also facilitated by the elimination of excess in- 
ventories in other exporting areas in the previous year, 
and by special financing of shipments to Japan. 


Other important increases in exports occurred in non- 
ferrous metals, owing to higher output and an increased 
rate of addition to inventories in engineering industries 
in western Europe. Exports of capital goods, especially 
machinery and machine tools, and of coal declined in 
1954, owing to continued improvement in supplies in 
western Europe, the completion of tooling operations in 
United Kingdom defence industries and, especially, 
lower demand from Canada. 

Despite lower sales to Canada, total exports of sev- 


eral consumer items, notably passenger cars, rose sig- 
nificantly in 1954, The easing of import restrictions in 


s 
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tates, western Europe and Japan 


western Europe does not, however, seem to have mate- 
rially affected imports of consumer goods other than 
passenger cars from the United States during 1954, 
As is shown below, the liberalization was primarily de- 
signed, in the first instance, to establish greater free- 
dom for private business in securing raw materials on 
the most favourable terms. 


United States exports declined a little more than sea- 
sonally from the first half to the third quarter of 1954 
and then recovered much more than seasonally in the 
last quarter. The drop in the third quarter was due 
mainly to measures adopted in Japan and Mexico with 
the object of restoring a balance in their external trans- 
actions. The unusually large rise in the fourth quarter 
was due to a sharp increase in deliveries of such prod- 
ucts as grain, coal and metals to western European 
countries as a result of their poor harvests in 1954 and 
the rapid rise in the output of their metal-using indus- 
tries. J 


The large shifts in capital items from 1953 to 1954, 
set forth in the figures above, have already been noted. 
A large part of these changes was, however, due solely 
to transactions with Brazil. In 1953 the Export-Import 
Bank had lent $300 million to Brazil for the purpose of 
reducing short-term indebtedness to the United States. 
In 1954, when disbursements against this loan had 
already ceased, the United States again accumulated 
short-term and medium-term claims against Brazil. 
These changes accounted for nearly three-quarters of 
the decline in governmental net long-term capital out- 
flow shown in the text table above, and for considerably 
more than one-third of the total increase in the outflow 
of private short-term and portfolio capital. 


The other major element in the decline in govern- 
mental long-term capital outflow was the advance of 
$100 million to France in the third quarter of 1953— 
not repeated in 1954—against future deliveries under 
the offshore procurement programme. So far as France 
itself was concerned, this was more than offset by new 
payments by the United States for the support of forces 
maintained in Indochina, amounting to $321 million. 
The latter did not, however, prevent total grants to 
all countries, other than military transfers, from fall- 
ing by $255 million in 1954, On the other hand, this 
decrease in grants may itself be regarded as having 
been offset in part by the rise of $37 million in military 
expenditures and of $108 million in governmental 
short-term capital outflow, consisting mainly of the for- 
eign currency proceeds of sales of surplus agricultural 
products. 


The remaining capital items consist of a decline in 
private direct investment and remittances much more 
than offset by a larger outflow of portfolio and short- 
term capital (other than to Brazil), facilitated by easy 
credit conditions in the United States, and expanding 
economic activity in other countries. A fall in the rate 
of debt retirement by western Europe, the financing by 
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United States commercial banks of cotton exports to 
Japan under guarantee of the Export-Import Bank of 
Washington, and new flotations by the International 
Bank for Reconstruction and Development and by Aus- 


tralia contributed to the rise in the outflow of portfolio 
capital. 


Apart from the accumulation of claims against Brazil, 
noted above, and a similar, though smaller, accumula- 
tion against Colombia, the rise in private short-term cap- 
ital outflow in 1954 probably reflected, to a substantial 
degree, commercial credit accompanying the growth in 
exports. The extent to which the increase of $100 mil- 
lion in banking claims against the United Kingdom 
during 1954 may have been due to temporary circum- 
stances is not yet clear. 


There were some important shifts in multilateral 
settlements in dollars in 1954, reflected in the last item 
in table 52.2 Smaller multilateral earnings of United 
States dollars accrued to Canada in the first half of 
1954 in view of the reduction in the balance with west- 
ern Europe resulting largely from lower shipments of 
grain; these receipts rose again, however, in the second 
half of 1954 with the resumption of a larger volume of 
grain exports to western Europe and possibly also on 
account of payments by the United Kingdom of interest 
and principal on previous Canadian loans. Dollar trans- 
fers to the United Kingdom by the oversea sterling area 
were lower in 1954, owing not only to the decreased 


? Tt was not possible at the time of writing to account for the 
unrecorded outflow suggested by the total errors and omissions 
item in the second half of 1954. The outflow is confined to the 
fourth quarter, the provisional data for which may be revised. 
There may, however, be some unexplained seasonal element in 
the outflow, since this item was also negative in the fourth 
quarters of 1949, 1950, 1951 and 1953. 


value of sales to the United States of primary products, 
especially rubber, tin and wool, but also to larger im- 
ports from the United States as a result of a relaxation 
of import restrictions. The dependencies of continental 
western Europe, on the other hand, considerably in- 
creased their dollar transfers to the metropolitan coun- 
tries because of the importance in their exports of such 
commodities as cocoa, coffee and certain minerals, im- 
ports of which by the United States increased in value.° 
Finally, the international institutions, which normally 
make net dollar payments to the rest of the world, 
showed net dollar receipts in the second half of 1954. 
This was due to repurchases of their currencies from 
the International Monetary Fund by France and the 
United Kingdom in the amount of $20 million and $112 
million, respectively, and to a repayment by the Nether- 
lands of $56 million to the International Bank for Re- 
construction and Development. 


To summarize, in 1954 the world was able to absorb, 
with less difficulty than had been anticipated, a rise of 
$1.3 billion in the United States balance on non-military 
goods and services as well as a reduction in government 
grants and long-term loans of over $350 million (apart 
from an almost equivalent decrease to Brazil alone) 
which was offset only to the extent of $150 million by 
higher oversea military expenditures and by increased 
United States Government holdings of foreign curren- 
cies acquired from the sale of agricultural surpluses. 
The main reason why this could occur without reducing 
the rate of accumulation of gold and dollar reserves by 


* Continental western European creditor countries received 
$99 million at the beginning of July 1954 in part settlement of 
the United Kingdom’s debt to the European Payments Union: 
this payment was, however, made in gold and is consequently 
not reflected in the United States balance of payments. 


Table 53. United States Balance," by Areas, 1950 to 1954 
(Millions of United States dollars) 


Area 1950 1951 1952 1953 1954 
Ganada eee oe eee het a — 253 243 559 674 546 
Negtin America s.!2. setae ole ae ets 141 707 250 —305 340 
European sterling countries>...... —23 471 39 132 256 
Oversea sterling area............. — 454 —367 —80 —35 169 
Continental western Europe*...... 1,029 1,625 1,003 565 1,225 
dencies of continental western 

Bin ee 29 7 7p Filo = 
Hastert Sat ODC..< e.c << cle + ete Bass —110 44 —3l - - 
PAIL other COUMEMES 45.712 ceca ile 380 904 801 916 901 
International institutions......... 22 —159 —101 —39 —130 

TOTAL 703 3,485 2,399 1,808 3,168 


ns 


Source: United States Department of Commerce, 
Balance of Payments of the United States, 1919-53 
(Washington, D.C., 1954), and Survey of Current 
Business, March 1955. 


2 Qn account of goods and services (excluding 
military aid exports and military expenditures), 
private remittances, private net direct investment 
and portfolio capital, and net government long- 
term loans. 


> Iceland, Ireland, United Kingdom. 

©1950 and 1951: continental OEEC countries 
only; 1952 to 1954: including also Finland, Spain 
oh Yugoslavia (previously included with eastern 
Europe); including, throughout, the European 
Payments Union and the Bank for International 
Settlements. 

41952 to 1954: including the Spanish depend- 
encies (previously included with “‘all other coun- 
tries’). 
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the rest of the world much more than $500 million was 
that the outflow of private short-term and portfolio capi- 
tal went up by the unprecedented amount of $1.2 bil- 
lion. It must, however, be borne in mind that much of 
this increase reflected a shift from liquidation of claims 
against Brazil in 1953 to accumulation of claims in 
1954, while the nature of the outflows to certain other 
countries, notably the United Kingdom, is not yet clear. 


In table 53, data are given on the geographic distri- 
bution, during the past five years, of the United States 
balance on commercial current and long-term capital 
account—the balance which is financed primarily by 
government aid and changes in gold and dollar assets. 
It will be seen that the rise in the balance from 1953 to 
1954 was concentrated in western Europe, the sterling 
area and Latin America, which had relaxed import re- 
strictions against dollar goods during this period. Neg- 
ative balances with the dependencies of continental 
western Europe and with international institutions in- 
creased, for reasons noted above. At the same time the 
active balance with Canada and with the rest of the 
world (including Japan) fell on account of a larger 
decline in exports than in imports. 


Not merely did the total United States balance in 1954 
approach that of 1951, but the regional distribution of 
the balance was remarkably similar. In both years, con- 
tinental western Europe ran by far the largest deficit 
with the United States, and together with “all other 
countries” incurred two-thirds or more of the total 
deficit. The chief difference between the two years 
appears to have been the result of a continuing de- 
terioration in the dollar balance of the oversea sterling 
area throughout the period—the opposite experience of 
the dependencies of continental western Europe which, 
by 1954, were able to contribute significantly to the 
dollar resources of the metropolitan countries. This 
contrast may be attributed partly to differences in the 
exportable commodities of the two areas, as previously 
noted, and partly to the fact that the independent mem- 
bers of the sterling area, other than the Union of South 
Africa, have been net drawers on the sterling area dollar 
pool since 1951. 


Part II. International trade and payments — 


UnItTEeD STATES TRADE AND PAYMENTS 
IN THREE RECESSIONS 


It is of interest to consider why the United States 
recession of 1954 had a more limited effect on world 
trade and payments than the recessions of 1938 and 
1949. In 1938, the United States recession resulted in a 
sharp increase in the balance with other countries, neces- 
sitating heavy drawings on their gold reserves. In 1949, 
though United States production fell much less than in 


1938, there was a major dollar crisis. In 1954, on the. 


other hand, a somewhat larger decline in national out- 
put than in 1949 (though still less than in 1938), in- 
stead of resulting in serious balance of payments diff- 
culties in the rest of the world was accompanied by a 
lifting of restrictions on dollar imports by a number of 
western European countries. 


The fall of 3 per cent in total output in the United 
States in 1954, in real terms, as shown in table 54, com- 
pares with declines of one per cent in 1949 and 5 per 
cent in 1938. Manufacturing dropped rather more than 
output as a whole in all three years—by 7 per cent in 
1954, 6 per cent in 1949 and by 23 per cent in 1938. 
The extremely sharp decrease in manufacturing in 
1938 reflects the magnitude of the shift in business in- 
ventories—equivalent, as shown in table 54, to no less 
than 4.5 per cent of the national output in 1937. Al- 
though inventory changes were likewise of great impor- 
tance in 1949 and 1954, they were significantly smaller 
in relation to the national product. Similarly, fixed cap- 
ital investment was much better maintained in the two 
post-war recessions than in 1938, though it may be 
noted that in both cases construction—the import con- 
tent of which is probably low—was the most powerful 
sustaining force in this area. ; 


Although, in 1954, a marked decrease in defence ex- 
penditures contributed materially to the over-all drop 
in demand, in 1938 and 1949 higher government out- 
lays helped to offset the deflationary impulse emanating 
from the private domestic investment sector. 


Of major significance in limiting the scope of all 
three recessions was a rise in the ratio of consumption 


Table 54. United States: Gross National Product in Three Recessions 
(Billions of United States dollars at 1947 prices) 
a 


Item 1937 


Gross national product.................. 
Personal consumption expenditures... . . 
Government purchases of goods and 

BOOS es ot we vir ncn chee the 
Gross private domestic investment 
Fixed capital 


1938 1948 1949 1953 1954 
145.9 243.9 241.5 306.6 297.0 
109.8 168.0 172.3 196.7 197.1 

22.1 34.9 40.3 70.8 63.2 

12.1 38.8 28.1 39.3 39.2 

13.4 33.8 31.5 38.7 38.2 
—1.2 ol —3.5 06 —3.0 

1S 2.1 0.8 —0.3 1.4 


Source: Economic Report of the President (Washington, D.C.), January 1955. 
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to national product. Both in 1949 and in 1954 not 
merely was the adverse effect of the recession on in- 
comes markedly cushioned by the operation of systems 
of high progressive taxation, unemployment compensa- 
tion and agricultural price supports, but tax rates them- 
selves were reduced so that disposable personal incomes 
actually rose in real terms. Of more importance in 1938 
was the well-known tendency for consumers to absorb 
the first shock of a fall in income by drawing upon 
savings, but this also provided support to the economy 
in 1949 and probably in 1954, 


The international repercussions of the three reces- 
sions differed widely. It is true that in all three cases the 
maintenance or increase of foreign demand for United 
States goods at a time when United States imports were 
falling helped to stem the contraction in economic 
activity. Only in 1938, however, was this at all impor- 
tant in relation to United States total output and only 
in that year did the decline in United States demand 
have major deflationary repercussions elsewhere. In 
1949 and 1954, on the other hand, the recessions oc- 
curred when output in the rest of the world was growing 
rapidly, so that declines in shipments to the United 


States could be offset by an increased volume of ex- 
changes among other countries. The most important 
differences between the two post-war recessions, in so far 
as they affected the rest of the world, were twofold. In 
the first place, in the process of recovery from the war, 
and during the post-war expansion of output, the rest of 
the world had, by 1954, succeeded in greatly reducing 
its dependence upon the dollar area for imports, espe- 
cially of certain primary products. Thus, in 1954 trade 
and exchange restrictions could be significantly relaxed 
without leading to unmanageable increases in dollar 
imports, while in 1949 restrictions had had to be tight- 
ened in support of precarious balance of payments 
positions. Furthermore, the 1949 recession occurred at 
a time when the margin provided by gold and dollar 
reserves for absorbing shocks to confidence had been 
reduced, in several of the important trading countries, 
to its lowest post-war level, whereas the recession of 
1953 and 1954 began against a background of rapidly 
rising reserves in other countries, owing to the fact that 
dollar deficits had, for some time, fallen below the level 
of United States economic aid and other disbursements 
abroad. 


Table 55. United States: Indices of Foreign Trade, 1938, 1949 and 1954 
(Previous year = 100) 


Crude 
Item and year Total materials 
Exports of domestic merchandise:* 

Quantum 
PNG eR ow tet ets © o'es 100 93 
| A ip eta on ae ea 103 126 
(DR a ee ee 106 114 

Unit value 
"1938 MMM Ree: ce ee sn 93 88 
ae eS at isaass <> 93 95 
RS aie onctiinancin ls «2030s 99» 102 

Value: 

1938 et A ccitee ome bs 93 83 
2 as 95 120 
(ae rs 105 116 

Imports for consumption: 

a 72 7 
UN LTS ania eae cea 98 90 
CES ley ac 9 eee oe 92 95 

“ches area 89 84 
SENS NOE ce anne Parr a 95 96 
LON ey a Sain ae ae 103 97 

renee iret 2) 65 59 
BOOT ees es en oe 93 87 
RO ess cos yale gore 95 92 


i ign Trade 

S : United States Department of Commerce, Foreign 
re} ie Edied States, 1936-49 (Washington, D.C., 1951); Total 
eae and Import Trade of the United States, January—December 


1954. 


Crude Manufactured Semi- Finished 
foodstuffs foodstuffs manufactures manufactures 
291 119 84 95 
120 85 104 98 
86 106 128 102 
82 86 88 99 
88 79 95 94 
90 101 100 99> 
238 104 74 94, 
106 68 99 92 
an 108 128 101 
78 81 67 71 
109 107 95 98 
83 102 89 100 
81 88 9] 107 
96 95 92 97 
IPA 99 97 100 
63 71 61 76 
105 102 87 95 
101 101 86 100 


@ Non-military. BES: 
b Quotient of value and quantum indices. 
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Unirep STATES IMPORTS IN 1938, 1949 anp 1954 


The value of United States imports for consumption 
dropped 35 per cent in 1938, 7 per cent in 1949 and 
5 per cent in 1954, as shown in table 55. In all three 
years, the decline in the value of imports of raw mate- 
rials (crude materials together with semi-manufac- 
tures) was significantly greater than that in total im- 
ports. In general, both the volume and the import 
prices of these goods were more sensitive to the reces- 
sion than imports as a whole, owing to the concentra- 
tion of production and inventory declines in the manu- 
facturing sector of the economy. On the other hand, 
the value of imports of finished manufactures fell less 
than that of other imports. In 1938, this was due to a sig- 
nificant rise in import prices, while in the post-war 
years import prices were relatively stable. The stability 
in the volume of imports of finished manufactures in 
1949 and 1954 was probably due to the fact that the 
trend in these imports was markedly upwards and that 
consumption increased in real terms despite the setback 
to output. 


Greater diversity was experienced with respect to 
imports of foodstuffs, even though food consumption 
in the United States rose in real terms in all three 
periods. Imports of crude foodstuffs—unlike those of 
manufactured foodstuffs—dropped sharply in 1954 in 
real terms on account of a reduction in inventories in- 
duced by the expectation that the prices of cocoa and 
coffee would not hold at the levels to which they had 
risen. Although the quantum of imports declined, the 
value was maintained, as shown in table 55. In 1949, 
on the other hand, the rise in food consumption, accom- 
panied by an improvement in the supply position 
abroad, led to an increase in the volume and the value 
of imports of both food groups, serving to offset much 
of the drop in other imports. Finally, the increase in 
food consumption in 1938 was accompanied by the 
recovery of domestic supplies in 1937 and 1938 from 
the drought of previous years, and coffee seems to have 


been the only major food import that rose in volume 
in 1938. 


There were two important features of United States 
imports in [954 which distinguish the recession of that 
year from those of 1938 and 1949. In the first place 
the volume of imports of raw materials (including semi- 
manufactures) on private account appears to have 
fallen much more moderately in relation to the decline 
in economic activity than in 1938 or 1949. The fol- 
lowing figures relate indices of the volume of imports 
of crude materials and semi-manufactures for 1938, 
1949 and 1954, based in each case upon the previous 
year, to corresponding indices of manufacturing: 


1938 1949 1954 


Manitifacturiniatinemmtiateacil stort: «ersce a 94 93 
Quantum of imports of crude materials 
and semi-manufactures......... 69 92 92 


a? | he 
: : : ; ir Pome > 9 
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It must be borne in mind that imports recorded in 


these figures include government imports for the stra- — 


tegic stockpile. While stockpiling expenditures rose 
from $160 million in 1948 to $459 million in 1949, such 
expenditures in 1954 fell approximately 10 per cent 
from the $733 million reported for 1953.* These stock- 
piling expenditures cannot be compared directly to 
changes in the values of imports in these periods, 
though their importance may be judged from the fact 


_ that imports of crude materials and semi-manufactures 


for consumption declined in value from $3,780 million 
in 1948 to $3,277 million in 1949 and from $5,291 
million in 1953 to $4,722 million in 1954. 


It is evident, therefore, that if the stockpiling expen- 
ditures noted above gave rise to roughly similar changes 
in government imports, the fall in the quantum of pri- 
vate imports in 1949 might well have exceeded 15 per 
cent. On the other hand, since stockpiling expenditures 
were reduced in 1954, the fall in the quantum of private 
imports must have been less than the 8 per cent decrease 
in total imports of the two raw material groups. 


The reason for the lesser decline in private imports 
of raw materials in relation to manufacturing activity 
in 1954 than in 1949 is probably to be found largely in 
the fact that commodity prices had been falling prior 
to the onset of the recession in mid-1953, so that there 
had. not been any major accumulation of inventories 
of imported raw materials requiring scaling down, ex- 
cept perhaps some of the metal inventories. It is true 
that falling industrial consumption caused sharp im- 
port declines in 1954 in the cases of raw wool and steel 
mill products: as in 1949, there was a relatively large 
drop in wool consumption, which bore much more heav- 
ily upon the imported than upon the domestic product, 
while imports of steel mill products in 1950 to 1953 
had to a considerable extent reflected an abnormal level 
of domestic demand in relation to domestic output. 
There were other instances, however, such as rubber 
and iron ore, in which the impact of decreasing indus- 
trial consumption fell much more heavily upon the 
volume of domestic output than upon imports, owing 
to such factors as lower import prices. 


The recessions of 1938 and 1949, on the other hand, 
had been preceded by periods of rising commodity 
prices and relatively heavy inventory accumulation. It 
was therefore not surprising that when output failed to 
advance in accordance with previous expectations, in- 
ventories of domestically produced and of imported 
raw materials should be cut sharply. In addition, the 
expectation of devaluation in 1949 appears to have 


* Data for 1948 and 1949 in current prices from Organisation 
for European Economic Co-operation, Statistics of National 
Product and Expenditure, 1938, 1947 to 1952 (Paris, 1954), page 
239. Figure for 1953 at prices of 31 December 1953 from Execu- 
tive Office of the President, Stockpile Report to the Congress 
July-December 1953 (Washington, D.C., 1954). Estimate of 10 


per cent decline in 1954 obtained from the Department of 
Commerce. 
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caused some postponement of orders which may not mand for such imports. The second main reason for the 
have been fully offset in the fourth quarter of the year, difference in price behaviour between 1949 and 1954 
after the devaluation had taken place. has already been observed above in the characteristics 


The second major difference from previous recessions of price changes in the periods immediately preceding 
in the development of imports in 1954 was the rise in the two recessions. 
import unit value by 3 per cent, on the average, Additional elements in the decline in prices in 1949 
whereas there had been declines of 11 per cent in 1938 included the anticipation of devaluation, which induced 
and 5 per cent in 1949, which combined with the drop importers to withhold purchases from the countries 
in import quantum in depressing the value of imports expected to devalue, as already noted. Moreover, spe- 
in these two years. cial factors affecting the prices of cocoa and coffee, 


discussed in the following chapter, raised the average 
import unit value of imported crude foodstuffs in 1954 
by no less than 21 per cent, whereas in 1948 and 1949 
the recovery in world output from the effects of the 
war was forcing food prices down. Finally, the sharp 
drop in agricultural prices from’1948 to 1949 may have 
caused sympathetic movements in other commodities 
at that time. The corresponding decline in prices of 
agricultural products from 1953 to 1954 was moderate 
and did not provide a seriously depressing influence 
on other commodity prices. 


It should be noted that while manufacturing in the 
United States was 7 per cent lower in 1954 than in 
- 1953, the total output of all other countries® increased 
no less than 8 per cent. The decline in import de- 
mand in the United States was more than offset by 
higher import demand in other countries, which helped 
in maintaining the level of prices. This situation con- 
trasted with that in 1938 when manufacturing activity 
outside the United States was unchanged from the pre- 
vious year, and would, in fact, have shown a decline 
but for the advances recorded in Germany and Japan 
addaitheantinenee. of fearmament. In sum, therefore, although the fall in national out- 
put was slightly greater in 1954 than in 1949, and al- 
On the other hand, the growth in output outside the though imports on government account rose in 1949 
United States cannot, in itself, account for the greater and declined in 1954, the over-all drop in the value of 
stability of prices in 1954 than in 1949. In 1949, the imports in 1954 was slightly less, proportionally, than 
rise in output in the rest of the world sufficed to bring in 1949, and very much less than in 1938, when, how- 


about an actual increase in world manufacturing activ- ever, the decrease in production was also much larger. 
ity,> whereas in 1954 world manufacturing was, on the 


average, maintained only at the 1953 level. What was OTHER ELEMENTS IN THE SUPPLY OF DOLLARS 
important in this connexion was that the offsetting ef- 


: One of the outstanding differences between the struc- 
fect of the rise in import demand for primary products 


ture of the United States balance of payments in pre-war 


in the rest of the world, especially in western Europe, and post-war years lies in the much smaller share of 
was greater in 1954 than in 1949 owing to a growth in imports of goods in the total supply of dollars to the 
the importance of western Europe in total world de- rest of the world since the Second World War. As indi- 

® Excluding eastern Europe and mainland China. cated in table 56, imports of goods had accounted for 


Table 56. The Supply and Use of Dollars in Three Recessions 
(Millions of United States dollars) 


Item 1937 1938 1948 1949 1953 1954 


Supply of dollars by the United States: 


United States imports of goods*.... 3,181 2.3 7,563 6,879 10,954. Here 
United States imports of services* >. 1,009 806 ei22 1,926 ae ey 
Private capital and donations...... — 146 85 1,585 Pee 00 set 
Government capital outflow........ — 1 1,024 : oe aoe nan 
Other government disbursements’. . 78 4, 4,838 : ; : 
Total supply of dollars 4,122 3,142 16,732 16,495 19,447 19,387 
Use of dollars by other countries: : 
United States exports of goods?.. 3,451 3,243 13,193 ene pre Fee 
United States exports of services‘. 1,102 1,093 3,565 OC ities ee 
Increase in gold and dollar assets®. —808  —1,425 —1,178 se ; Sy 
Errors and omissions...........-- 425 249 1,152 764 7 
: ited States, 1919-1953; e Including unilateral transfers (other than for military pur- 
{Ee a leone sie of Current Busi- poses); military 2 nace eae miscellaneous services. 
ness, September and December 1954 and March 1955. Excluding military aid exports. 


® Excluding government military expenditures. ¢ Minus sign indicates sale of gold or liquidation of dollar 
> Excluding government miscellaneous services. assets by other countries. 
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77 per cent of the dollar supply in 1937, but this pro- 
portion was reduced to 45 per cent in 1948 and 57 per 
cent in 1953. The other principal components of the 
total, with the possible exception of private capital out- 
flow, either have been somewhat less sensitive to reces- 
sion than imports of goods, or have varied more or less 
independently of changes in economic activity so that 
whether they cushioned or accentuated the drop in dol- 
lar disbursements by the United States depended upon 
circumstances unrelated—or only distantly related—to 
the recession. 


On the whole, imports of services have been relatively 
less sensitive to recession than imports of goods. It is 
true that payments for transport services did vary pro- 
portionally with imports of goods in 1938 and 1954, 
but in 1949 there was a rise in such payments owing to 
the offsetting effect of the rapid recovery in European 
merchant fleets after the war. Travel expenditures, on 
the other hand, tend to vary with personal income rather 
than with industrial production. Thus the rise in dis- 
posable personal income in 1949 and 1954 was accom- 
panied by higher travel expenditures, while the sharp- 
ness of the decline in such expenditures in 1938 may be 
attributed almost as much to political uncertainties in 
Europe as to the decrease in disposable income. Other 
service elements in the supply of dollars have also 
tended to be less sensitive to a recession than industrial 
production and imports of goods. 


Government disbursements, which were low before 
the war, but have been much higher since, have not been 
sensitive to recessions, either in stabilizing or destabiliz- 
ing the total supply of dollars. In 1949, a decline in 
loans was more than offset by expanded grants (as well 
as by higher stockpiling expenditures which, however, 
are included with imports of goods in table 56). In 
1954, on the other hand, the value of government dis- 
bursements declined relatively more than imports of 
goods. 


The most volatile of the components of the dollar 
supply is the flow of private capital, which tended to 
moderate the effect of the 1938—and still more the 
1954—recession on the dollar supply and to accentuate 
the difficulties of 1949. From 1931 to 1937 private cap- 
ital had, on balance, been flowing back fairly continu- 
ously to the United States in relatively large amounts, 
owing to fears of depreciation and of the introduction 
of exchange controls abroad, or to political unrest and 
the danger of war. This inflow continued towards the 
end of 1938 and in 1939, but in the last quarter of 1937 
and the first half of 1938, the inflow was reversed be- 
cause the dollar was expected to depreciate, and this 
reversal helped to maintain the supply of dollars for 
the brief period of the recession. 


The recessions of 1949 and 1954 were not, of course, 
accompanied by expectations of devaluation in the 
United States. On the contrary, from 1946 to 1948 other 
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countries had been liquidating gold and dollar reserves 
so rapidly as to give rise to the fear that a drop in sales 
to the United States in 1949 would make devaluation 
unavoidable in a number of major trading countries; 
and this very expectation contributed to the difficulties 
of the situation by leading to short-term speculation 
against certain foreign currencies. There was a tendency 
for exporters in other countries to delay repatriation of 


_ the foreign exchange proceeds of their exports, and for 


importers to hasten payments for inward shipments. By 
contrast, in 1953 the rest of the world added nearly 
$2.3 billion to gold and dollar reserves as a result of 


transactions with the United States, and therefore a drop. 


in dollar earnings of considerable magnitude could 
be absorbed without undue strain, even though indi- 
vidual countries might encounter difficulties. The neces- 
sary conditions of confidence thereby existed to make it 
possible for private capital outflow to rise very sharply; 
the increase was, in fact, sufficient to offset virtually all 
other elements of decline in the dollar supply. The 
nature of this increase in capital outflow has already 
been discussed above: it included a heavy accumulation 
of short-term debt by a few. countries as well as flotations 
of securities in the United States by the International 
Bank for Reconstruction and Development and by Aus- 
tralia, and a flow of short-term funds to the United 
Kingdom. 


THE USE OF DOLLARS 


Notwithstanding the decline in their dollar earnings, 
other countries relaxed their restrictions on imports 
from the United States in 1954 and raised the value of 
their purchases in that country. This contrasted with 
developments in 1949; although United States exports 
increased considerably in the first half of 1949 as ship- 
ments under the European Recovery Program reached 
their peak, there was a sharp decline in the second half 
of the year in response to severe import restrictions 
imposed in the sterling area and Latin America to safe- 
guard their balances of payments. In 1938, the fall in 
the value of exports had been due entirely to price 
declines. The volume of exports would have dropped 
as well, owing to the reduction in economic activity in 
many other countries, but for the recovery of agricul- 
ture in the United States from the drought years and the 
consequent near-trebling of shipments of crude food- 
stuffs in 1938. 


The most striking difference between 1954 and the 
other two recessions lies, perhaps, in the fact that the 
rest of the world continued to add to gold and dollar 
reserves at the rate of $1.7 billion a year as a result of 
transactions with the United States, instead of being 
compelled to liquidate reserves to meet heavy dollar 
deficits, as in 1938 and 1949. The contrast with 1949 
does not emerge as clearly as it should in table 56, 
owing to the inclusion in the figure for the reduction in 
gold and dollar assets in 1949 of the post-devaluation 
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fourth quarter,° when much of the speculation of pre- 
vious months was reversed, and the rest of the world was 


able to recover $389 million of the earlier losses in 
reserves. 


THE POSITION OF THE STERLING AREA 


An examination of changes in the total supply of 
dollars in the three recessions leads at once to the fol- 
lowing question: if the total supply of dollars dropped 
little more in 1949 than in 1954, and very much less than 
in 1938, why was there a dollar crisis in 1949, but not 
in the other two years? Part of the answer to this ques- 
tion has already been given above, either directly or by 
implication. In 1938, new gold production and the gold 
and dollar reserves of other countries were sufficiently 
large, and the price of gold sufficiently high in relation 
to goods, to permit the losses entailed by the rise in the 
United States export balance to be absorbed, while in 
1954 a similar increase in the balance simply resulted 
in reducing the rate at which gold and dollar reserves 
were being accumulated by other countries without 
eliminating such additions altogether. In 1949, on the 
other hand, the crisis was due to the fact that the un- 
expected losses in reserves resulting from the United 
States recession came at the end of a long period of 
liquidation. 


Part of the answer, however, is also to be found in the 
special position of the sterling area. This is most easily 
seen in the following figures giving the percentage de- 
cline in the value of United States general imports of 
merchandise. 


From the sterling area From other countries 


IST to1938.. 0. 6. 48 33 
1948 to 1949........ 17 5 
1953 to 1954........ ll 6 


In all three recessions the earnings of the sterling area 
from exports to the United States dropped much more 
than the earnings of other countries, so that in so far as 
balance of payments difficulties ensued, they tended to 
be concentrated in the sterling area. Indeed, the dollar 
crisis of 1949 was centred in the sterling area, and 
almost confined to it, though it did, of course, have 
serious consequences for other countries owing to the 
important position of the sterling area in world trade 
and payments. An examination of the data for 1948 and 
1949 in table 56 suggests, in fact, that had the foreign 
trade effects of the 1949 recession been less concen- 
trated, the problems encountered would have been much 
less serious. What gave the crisis of 1949 its particular 


6 Similar considerations apply to the item “errors and omis- 
sions”. Major fluctuations in this item in the post-war period 
have frequently reflected changes in unrecorded speculative capi- 
tal flow to the United States from other countries. From the 
fourth quarter of 1948 to the third quarter of 1949, this item 
rose continuously from an annual rate of some $550 million to 
a rate of nearly $1.6 billion. However, there appears to have 
been a substantial return flow of speculative capital in the fourth 


quarter of 1949. 


severity was the focusing of the difficulties at a critically 
weak point in the world economy. 


Imports from the sterling area were especially sensi- 
tive to the United States recessions primarily because 
imports of crude and semi-manufactured materials— 
which are considerably more sensitive to recessions than 
total imports—account for a much higher proportion of 
imports from the sterling area than from other coun- 
tries, as is shown in the following figures giving the 
percentage share of crude and semi-manufactured mate- 
rials’ in the value of United States imports from three 
areas.® 


Sterling area ContinentalOHEC Other countries 


TOT wo cms 73 34 34 
bs earmepeieetee 70 57 38 


This particular sensitivity to recessions of sterling 
area exports to the United States was, in 1949, aggra- 
vated by speculation against sterling, as a result of 
which losses of gold and dollar assets during the third 
quarter of 1949 reached an annual rate of more than 
$1.2 billion, compared with the total pooled gold and 
dollar reserve of the sterling area valued at just over 
$1.3 billion immediately before devaluation. The much 
smaller impact of the recession, and of speculation, 
upon the rest of the world is strikingly reflected in the 
fact that, excluding the sterling area, other countries as 
a whole were actually able to add more than $180 mil- 
lion to their gold and dollar reserves as a result of 
transactions with the United States during the first nine 
months of 1949—continental western Europe and de- 
pendencies showing a gain of $100 million and Latin 
America of nearly $170 million, while some losses 
occurred in a number of non-sterling countries in Asia. 


It is, therefore, above all in the sterling area that the 
difference between the international repercussions of the 
recessions of 1949 and 1954 is to be sought. In table 57, 
data are presented concerning the balance of payments 
of the United States with the sterling area during the 
two post-war recessions. At first sight the balance in 
1949 appears to show considerable improvement over 
1948. Notwithstanding a 9 per cent reduction in pay- 
ments to the sterling area for United States imports of 
goods and services, the total supply of dollars to the 
sterling area rose by over $300 million in 1949 owing 
to greatly increased economic aid by the United States. 
This, together with a decline in dollars required for 
payments to third countries and for unrecorded capital 
flow, made it possible to reduce the rate of decline in the 
gold and dollar reserves of the sterling area as a result 
of transactions with the United States by nearly $400 
million. This illustrates quite forcibly the prime impor- 
tance in the dollar crisis of 1949 of the low level of the 
sterling area gold and dollar reserve, which was unable 


7Including burlap and newsprint. 
® Corresponding data for 1953 were not available at time of 
writing. 
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Table 57. United States: Balance of Payments with the Sterling Area, 1948, 1949, 
1953 and 1954 
(Millions of United States dollars) 


1953 1954 

Item First Fast Fi ve f ve 

Be rie months months 

United States imports of goods and services*...... 1,405 i272 1,855 1,699 
Private capital and donations................--- 104 183 3 110 
Government capital outflow...........-.-++-++- 276 126 33 ne 
Other government disbursements>............. Se 819 528 446 
_ Total supply of dollars 2,083 2,400 2,479 2,266 

United States exports of goods and services®...... 2,006 2,022 1,810 1,876 
Increase in gold and dollar assets4............... —996 —602 686 215 
Multilateral settlements, and errors and omissions® 1,073 980 -—17 175 


i 


Source: United States Department of Commerce, 
Balance of Payments of the United States, 1919-53; 
Survey of Current Business, September and Decem- 
ber 1954. 

@ Excl uding military expenditures. ‘ 

bIncluding military expenditures; excluding 
military aid. 


to withstand the additional and unexpected® drain of 
1949, reduced though it was compared with 1948. 


A contrary first impression, paradoxically enough, 
emerges from a comparison of 1953 and 1954. In the 
latter year the supply of dollars was lower—owing to 
a decline in United States imports of goods and 
services of the same order of magnitude as in 19497° 
and to a reduction in economic aid—and this, together 
with a rise in dollar payments to other areas, caused a 
marked slowing down in the rate of growth of the gold 
and dollar reserve. 


This slowing down, however, not only was due to the 
fall in shipments to the United States and the decline in 
aid, but it also, to some extent, reflected the confidence 
of the sterling area countries in their ability to absorb 
the effects of the fall in the supply of dollars. Thus, 
while imports from the United States had had to be 
severely curtailed by these countries from mid-1949, in 
1954 the tendency, except in one or two instances, was 
to relax restrictions not only on trade but also on service 
and capital payments. Furthermore, the transfers to 
other areas in 1954 are heavily weighted by repurchases 
of sterling area currencies from the International Mone- 
tary Fund which, together with other special payments, 
notably tu creditor members of the European Payments 
Union, are suggestive of confidence in the strength of 
the sterling area dollar accounts. 


* According to the Economic Survey for 1950, Cmd. 7915 
(London, 1950), the three principal unexpected elements in the 
situation were the fall in exports to the United States, higher 
dollar imports by the oversea sterling area than anticipated 
and intensified speculation against sterling. The dollar imports 
of the oversea sterling area were cut sharply in the third quarter 
of 1949 by means of import restrictions, but the decline in ship- 
ments to the United States and the speculation continued. 

*° The value of United States imports of merchandise dropped 
less in 1954 than in 1949, However, United States imports of 
services had increased significantly in 1949 as United Kingdom 
service facilities continued their recovery, but remained roughly 


stable in 1954, 


¢ Excluding military aid exports. 
4 Minus sign indicates sale of gold or liquidation 
of dollar assets by the sterling area. 


e Apart from errors and omissions, minus sign 
indicates net receipts of dollars by the sterling area 
from countries other than the United States. 


The chief reason for the greater confidence of sterling 
countries in 1953 than in 1948 was, of course, the 
improvement which had occurred in the balance of the 
area as a whole with the United States. In 1948 there 
had been a deficit on account of current transactions in 
goods and services, other than military aid imports, 
equivalent to 30 per cent of the sterling area’s imports; 
by 1953 this deficit had been eliminated. The 1953 
balance had been achieved partly through a large ex- 
pansion in shipments to the United States and partly 
through a decline in imports. The reduction in the ster- 
ling area’s dependence on the United States is clearly 
shown by the fact that the value of United States exports 
of merchandise to the area fell 25 per cent from 1948 
to 1953 while the value of sterling area imports from 
all sources rose about 7 per cent in terms of dollars. 
This was due to the recovery and expansion of output in 
the sterling area, as well as in other countries outside 
the dollar area, making it possible in some cases to 
lower imports and in others to replace imports from the 
dollar area by imports from other areas. In addition, the 
sterling area gold and dollar reserve was significantly 
higher at the end of 1953 than at the end of 1948 in 
relation to imports both from the rest of the world and 
from the dollar area alone. 


To summarize: the repercussions of the United States 
recession of 1954 upon world trade and payments were 
much milder than in 1938 or 1949. Compared with 
1938, the declines in production and imports in the 
United States were much more moderate in 1954; and 
while import prices slumped sharply in 1938, they in- 
creased slightly, on the average, in 1954. In any case, 
imports of goods constituted a smaller proportion of 


“This may be seen from the following data for 1948 and 
1953, respectively (in millions of United States dollars) : sterling 
area gold and dollar reserves at end of year, 1,856 and 2,518; 
value of sterling area imports from non-sterling world, 9,527 


and 9,598; value of sterling area imports from dollar area, 3,756: 


and 3,158. 


_ the total supply of dollars to other countries in 1954, 
the remaining elements in the supply being either less 
‘Sensitive to recessions or determined by factors unre- 
lated to the level of economic activity. Consequently, 
the supply of dollars, which had fallen by about a 
quarter from 1937 to 1938, declined only slightly in 
1954. Thus, while other countries had to draw heavily 
upon gold reserves to finance a greatly increased im- 
port balance with the United States in 1938, in 1954 
they were able to continue adding to gold and dollar 
reserves, albeit at a slower rate than in 1953. 


Compared with 1949, on the other hand, the drop in 
manufacturing in the United States in 1954 was of a 
similar order of magnitude, though the decline in total 
output was somewhat greater. In both years—unlike 
1938—the fall in United States import demand was more 
than offset by higher demand elsewhere, so that world 
imports rose in real terms. The critical differences be- 
tween the two post-war recessions were associated with 
the recovery and expansion of economic activity from 
1948 to 1953 in the rest of the world. This made it pos- 
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sible for dollar deficits to be greatly reduced through 
the rehabilitation of trade among non-dollar countries, 
and for gold and dollar reserves to be rebuilt to levels 
providing a larger measure of protection against sudden 
disturbances. This was particularly important in the 
sterling area, which is more sensitive than the rest of the 
world to United States recessions, and where the low 
level of reserves was a primary factor in the dollar 
crisis of 1949, Whereas the setback in United States 
economic activity in 1949 gave rise to heavy and un- 
expected drawings on gold and dollar reserves in the 
sterling area, the effect of the 1954 recession was only 
to reduce the rate of inflow of dollars into the sterling 
area. A particularly striking indication of the difference 
between the situations in 1949 and 1954 is provided by 
the fact that while in 1949 private short-term specula- 
tion against sterling aggravated the situation, in 1954 
confidence in the general stability of world trade and 
payments was sufficiently strong to permit a relatively 
heavy outflow of private short-term funds to the United 
Kingdom, as well as to other countries. 


Balance of Payments of Western Europe and Japan 


Preliminary data on the balance of payments of 
western Europe,’? shown in table 58, suggest that the 
12 Except where otherwise indicated, “western Europe” refers 


to the countries which are members of the Organisation for 
European Economic Co-operation (OEEC): Austria, Belgium- 


balance which western Europe had achieved in com- 
mercial transactions with the rest of the world in 1953 
Luxembourg, Denmark, France, western Germany, Greece, Ice- 


land, Ireland, Italy and Trieste, Netherlands, Norway, Portugal, 
Sweden, Switzerland, Turkey and the United Kingdom. 


Table 58. Balance of Payments of OEEC Countries, 1952 to 1954 
(Billions of United States dollars) * 


Tem janie Valver First half 
Goods and services: 
Bets 0 Dar, does. nies miokeyetalcas tongnedene 2s ons 2 a>! © 326 « 14.2 13.7 7.3 
[Ors as Ebi ATs eae Atria Pai rg Pe irae ein —14.9 —14.1 —7.7 
Trade balance —0O.7 —0.4 —0.4 
United States military expenditures...............+.- 0.7 1.2 0.7 
Elelier Services ®t te ae eres Ss icsatesie eee 0.5 0.5 0.5 
Total, goods and services 0.5 1.3 0.8 
(BeivaterQOnatrOnse meres siete es ice reece ei ooh om Welles 0.2 0.3 0.1 
Berrcate capital 25 ont ow (ret oie tae «etiam icin ne 0 oo inors —0.1 —0.2 —0.4 
Miscellaneous official donations and capital.............. —1.0 nes aoe 
TE ie st RS By een Oe OIE 0.3 ; i 
Net errors and omissions............ aa at eae a oe 
Economic aid:4 
Grants and credits ee a we Re Oe ERE AE ‘ i. ae 
i d by Unit i 11 DOSS 5 ccaiee eee oe ee eas —0. —0. —0. 
eee gore, Total, economic aid 1.5 0.9 0.5 
Monetary movements: si 
heetronal Monetary Fund sales OU etEL MNP «5 hah = ats — - a me 
United Kingdom sterling liabilities Solace eae —0.8 a ie 
United States dollar holdings (increase—)......------ —0.8 Ban 0.7 
Other ee fai capital . : Te arse icsicin oer a 5 ae ES, 
ee eT mrorictary movemontay. 14 =17 08 


Source: International Monetary Fund. ; 

® Minus sign indicates debit; figures without 
signs are credits. 

> Preliminary. : 

Based on preliminary and partly incomplete 
data. 


4 Excluding imports of military goods and ser- 
vices provided under aid programmes, and the 
corresponding grants, amounting to $2.4 billion in 
1952, $3.7 billion in 1953 and $1.3 billion in the 
first half of 1954. 
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Table 59. Trade Balances of Western Europe and Japan, 1953 and 1954 
(Millions of United States dollars) 
i  ————————— 
1953 1954 ; 
ee First half Second half First half ‘Second half 
i —46 
AUSEria Sacer ste en eee Soe —37 29 3 
Belgium-Luxembourg...........- —67 —88 —145 = 7 
Denmarles aoe voevae eeeae wle aareete —53 —60 —97 - 
Pirantcenry acta einen ore bxothiehareioe ne —140 —13 —128 ae 
Germany, western............-- 209 404 350 = 
ACCES cet es —88 —74 —98 - 
iene SEES ye PV one ioe eee —12 —13 —7 —10 
Irelandietaic nice cet eoe ate at —103 —89 —115 —66 
Rtaly:s haxcgdan fn Palsieutg es Pe ale es —546 —368 —455 —309 
Netherlands. tect. eerie —99 —124 — 184 —261 
Fe eee AIA Rr a —218 —186 —204 — 232 
Pon TE A: SO alo gee Sit —5l —62 —Al —58 
SWedel cm caso ioenaimidec eee = —104 5 —116 —72 
Switzerland: : oh cea vise ee Des 8 17 —52 —23 
Purkey tees eso eee uae eee —40 —96 —94 —50 
United Kingdom s2. mation twig as —1,071 — 764 —768 —922 
Torta, OFEC countries —2,412 — 1,482 —2,151 — 1,933 
Japanaqianiccis Studs eh ial rer —557 —578 — 692 —%7 


Source: Statistical Office of the United Nations. 
Exports, f.o.b., less imports, c.i-f. 


was approximately maintained in the first half of 1954, 
at a substantially higher level of total trade. Excluding 
military goods and services received in the form of aid 
from the United States, the external surplus of western 
Europe on account of goods and services rose from $0.5 
billion in 1952 to $1.3 billion in 1953 and an annual 
rate of $1.6 billion in the first half of 1954. These 
surpluses were, however, the counterpart of approxi- 
mately equivalent expenditures in western Europe by 
the United States armed forces, so that imports and ex- 
ports of civilian goods and services were about in 


balance both in 1953 and in the first half of 1954. 


However, examination of the trade balances of west- 
ern European countries, shown in table 59, indicates 
a moderate deterioration in their combined balance 
from 1953 to 1954, the increase in the deficit from the 
second half of 1953 to the second half of 1954 being 
larger than the reduction in the deficit from the first 
half of 1953 to the first half of 1954. 


A setback in the external balance of western Europe 
might have been expected in 1954 owing to the rise 
in economic activity in that area that accompanied the 
recession in Canada and the United States. As indicated 
in the preceding chapter, such a setback might have re- 
sulted in part from a fall in sales to Canada and the 
United States, but also—and probably of more impor- 
tance in the case of western Europe—from a decline 
in shipments to other areas which were encountering 
difficulties in marketing their products in North 
America. 


In the event, the repercussions of the recession in 
Canada and the United States were much more moderate 


® Excluding special procurement. 


than had been feared, for reasons examined in general 
in the preceding section. So far as western Europe was 
concerned, the deterioration in the balance with North 
America was initially small. While exports fell from 
the first half of 1953 to the first half of 1954, imports 
of dollar goods were also lower as a result of a re- 
duction in imports of grain, which was only partly 
offset by the liberalization of dollar imports by such 
countries as Belgium-Luxembourg, western Germany, 
the Netherlands and the United Kingdom. As shown 
below, programmes of liberalization were largely con- 
fined in the first instance to imports of the foodstuffs 
and raw materials from the dollar area which were 
already subject to the least severe restrictions, at any 
rate in practice. 


The small adverse movement in the balance on trade 
account with North America in the first half of 
1954 was far outweighed by the rise in the balance 
with the rest of the world. Moreover, there were no 
secondary effects of the fall in income in Canada 
and the United States upon the trade of western 
European countries. Western Europe helped to in- 
crease the foreign exchange resources at the disposal 
of primary producing countries by raising both its im- 
ports and, as indicated below, its outflow of capital. 
Thus imports from the rest of the world, excluding 
Canada and the United States, increased 6 per cent in 
value from the first half of 1953 to the first half of 
1954; inasmuch as import unit values declined at least 
5 per cent and probably more, this implies a rise in 
import volume of 12 per cent or more. This was due to 
acceleration in. economic activity in western Europe 
which was accompanied, except in Denmark, Sweden 


ay 
¥ 


and the United Kingdom, by a higher rate of invest- 
‘ment (or lower rate of disinvestment) in inventories 


than in 1953. 


The larger foreign exchange resources available to 
the primary producing countries enabled them in turn 
to increase their imports from western Europe. Thus, 
while the volume of exports by western Europe to the 
rest of the world rose some 13 per cent from the first 
half of 1953 to the first half of 1954, the increase in 
volume, excluding Canada and the United States, was 
probably as much as 20 per cent. 


The substantial increase in western Europe’s trade 
deficit from the second half of 1953 to the second half 
of 1954 was the result of developments affecting both 
exports and imports. While exports to Canada and the 
United States showed lesser declines than in the first 
half of the year, owing to the partial recovery in out- 
put in those countries, the rate of increase in shipments 
to the rest of the world dropped; at the same time 
imports rose significantly, especially from the dollar 
area. 


Oversea export volume reached a seasonal peak in 


_ the fourth quarter of 1953, 16 per cent above the level 


of the fourth quarter of 1952; thereafter the momentum 
of the export expansion, though still considerable, 
slackened to some extent. This was to be expected in 
view of the fact that prominent among the areas taking 
larger quantities of exports from western Europe in the 
second half of 1953 and the first half of 1954 were 
the independent oversea sterling countries and South 
America, where the relaxation of import controls late 
in 1952 and during 1953 was accompanied by a wave 
of restocking. As inventories of imported goods were 
replenished in these countries, and as, in some cases, 
renewed balance of payments difficulties began to ap- 
pear, it was natural that the rapid rise in western 
European exports should slacken to some extent. In 
addition, the very large rates of increase in exports 
to eastern Europe recorded in the first half of 1954, 
in relation to the corresponding period of 1953, re- 
flected the initial impact of new trade agreements, and 
these rates of increase do not appear to have been 
maintained in the latter part of 1954. 


Thus, although western Germany continued to show 
large increases in exports in the latter part of 1954, 
the expansion was more and more concentrated in trade 
with western Europe rather than overseas; the United 
Kingdom, the growth of whose exports had depended 
much more on higher demand from the oversea sterling 
area, encountered a slowing down in exports at the end 
of 1954, even after allowance for the effects of a dock 


strike. 


The imports of western Europe from other areas 
rose approximately 7 per cent both in volume and in 
value from the second half of 1953 to the second half 
of 1954. The salient factors in the rise were the growth 
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in output and incomes and a poor grain harvest in 
several countries. The advance in output in the engi- 
neering industries was particularly important, and 
tight supply conditions developed in the coal and steel 
industries. Thus, the second half of 1954 saw a con- 
siderable recovery in western Europe’s purchases from 
North America of grain, coal and steel mill products. 
This was over and above the significant upturn in dol- 
lar imports of raw cotton, other agricultural goods and 
non-ferrous metals, which had begun in the first half 
of the year and continued in the second half. Reduction 
in imports of these same commodities had accounted 
for much of the improvement in the dollar balance of 
western Europe in 1953. 


Thus, while the dollar area supplied little more than 
a quarter of western Europe’s imports from the rest 
of the world in 1953, it accounted for one-half of the 
rise in such imports from the second half of 1953 to the 
second half of 1954, The dollar area also accounted for 
three-quarters of the deterioration in western Europe’s 
trade balance in the second half of 1954. 


Both export and import unit value indices of west- 
ern Europe as a whole were stable during the first 
half of 1954 at a level some 2 to 3 per cent below the 
average for 1953. Both indices had been declining con- 
tinuously since the beginning of 1952—rapidly during 
1952 and more slowly during 1953. In 1954, the drop in 
the import index was halted while the export unit value 
index continued to fall sluggishly. Thus there was a 
slight deterioration in terms of trade in the course of 
the year. 


As in 1952 and 1953, the deficit of western Europe on 
account of trade was more than outweighed by net earn- 
ings on service account. Of special importance was a 
rise in United States military expenditures in western 
Europe, from $0.7 billion in 1952 to $1.2 billion in 
1953 and an annual rate of $1.4 billion in the first half 
of 1954. Even excluding these earnings, however, west- 
ern Europe was in balance on the combined goods and 
services accounts in the first half of 1954, as in 1953. 
Net earnings from shipping services seem to have been 
maintained or increased as a result of the larger volume 
of traffic handled, especially with distant ports in South 
America and Australasia. Net earnings from tourism 
and from other services have probably also continued 
to increase. 


The expansion in western Europe’s exports in 1954 
was accompanied by a growth not only in the usual 
short-term commercial credits, but also in medium-term 
and long-term credit advances accompanying particu- 
larly large-scale installations of plant and equipment. 
In fact, competition has developed between a number of 
leading industrial countries in the provision of medium- 
term credit facilities for financing exports of capital 
goods. In addition, several countries liberalized regula- 
tions governing capital transfers abroad. These develop- 
ments resulted in a substantial growth in the outflow of 
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capital from western Europe in the first half of 1954, as 
indicated in table 58, especially from the United King- 
dom and western Germany. The increase in the gross 
capital outflow was, however, partially offset by the 
reduction of clearing claims against bilateral agreement 
countries by western Germany and by the inflow of 
funds into the United Kingdom in connexion with the 
reopening of commodity markets and the expectation of 
progress towards currency convertibility. The latter in- 
flow may have been reversed at, or shortly after, the turn 
of the year, when there was a setback in the balance of 
payments. 


Notwithstanding the larger outflow of capital, and a 
further reduction in economic aid from the United 
States, the surplus of western Europe sufficed to permit 
the addition of $1.6 billion to gold and dollar reserves 
in 1954. The decline in the rate of increase of the re- 
serves compared with 1953 was due mainly to the 
deterioration in the commercial balance with the dollar 
area. 


THE EuROPEAN PAYMENTS UNION 


The sum of gross surpluses and deficits of members 
with the European Payments Union (EPU) declined 
from 1953 to 1954, as shown in table 60, continuing the 
trend since 1951. This further movement in the direc- 
tion of a greater average degree of balance in transac- 
tions among members of the union occurred despite an 
increase of approximately 10 per cent in the value of 
trade cleared through the machinery of the union from 
1953 to 1954. On the other hand, the concentration of 
surpluses in one country—western Germany—was even 
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greater in 1954 than in the previous years, though the 


absolute amount of western Germany’s surplus fell. 


slightly. 


One of the most important features of the develop- 
ment of western Europe’s imports in recent periods has 
been the greater absolute and relative significance of 
western European sources of supply in the total. Thus, 
while the total volume of imports by western Europe 
rose 7 per cent from 1952 to 1953 and 11 per cent from 


. 1953 to 1954, the volume of trade among European 


countries increased 13 per cent in both years. The 
greater relative gain during 1953 was probably due to 
the widespread progress in liberalization of trade from 
the end of 1952 to mid-1953, whereas from mid-1953 
to the end of 1954 the only important additional ad- 
vances in this direction were those in Austria, France 
and the United Kingdom. In addition, the process of 
substitution for imports from North America, which 
had also contributed to the relative gain in trade within 
Europe in 1953, was halted and in several countries was 
reversed in 1954. 


It might have been expected that the reduction in 
discrimination against imports from the dollar area by 
several countries would, other things being equal, have 
tended to increase the average degree of imbalance in 
the European Payments Union. Since the countries con- 
cerned were generally those with relatively strong bal- 
ances of payments, any tendency to replace imports 
from the European Payments Union area by imports 
from the dollar area would, to that extent, have led to 
a rise in the surpluses of creditor members of the union. 
That this did not happen was due to several causes. In 


Table 60. Surpluses and Deficits? in the European Payments Union, 1951 to 1954 


(Millions of units of account)> 


Country or monetary area ® 1951 
(Mug trident cn atcma static nae —93.2 
Belgium-Luxembourg.......... 995.5 
Deximarkieet ee eins nae 8.0 
raAncenpneect ae Otek akon one —413.1 
Germany, western............ 405.0 
Crecce nis fe ee ae —114.8 
Keelandtnecn, so ast ok eee —5.2 
PIAL Great cies -homsemicwseteneet +. cine 225.1 
INetbierlandsse i heen een eee 57.8 
NETL S ea a SP —18.5 
UCOALETS EO eee ae ee 59.7 
COC MRR tema re un 193.0 
Switzerland aoe ee 6 153.8 
RUSUEROVEM cor asl eto ob ove eb es —105.9 


United Kingdom............. — 948.0 
TOTAL SURPLUSES AND DEFICITS +1,698.5 
Source: Press releases of the European Payments 

Union, 


« Equivalent to annual sum of monthly net 
positions with the union. 


b Equivalent to United States dollars. 


1952 1953 1954 
21.8 79.2 8.1 
149.4. —41 5 Oat 
6.8 — 44.7 ott 
— 421.7 —299.5 —30.2 
330.8 434.9 416.2 
—42.3 mee A O71 
—4.0 —6.6 —3.8 
—93.0 — 260.0 — 190.4 
316.5 68.5 Tak 
—6.5 — 88.4 —63.0 
—31.8 = FG —32.8 
28.7 3.0 122.6 
41.3 125:5 82.1 
Seah WET —al.3 —59.4 
Salleh 99.5 179.3 
+895.3 +811.1 +698.8 


° Ireland and Trieste are included in the mone- 
tary areas of the United Kingdom and Italy, respec- 
tively. All dependent and associated territories are 
included with the respective metropolitan coun- 
tries. The United Kingdom entry includes the 
independent members of the sterling area. 


, 


j : 
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the first place, certain of the creditor countries stepped 
up the rate of accumulation of inventories of imported 
goods in 1954 so that their export balances were re- 
duced. Second, the lifting of discrimination against 
dollar goods, in so far as it influenced the trade of 1954, 
mainly affected foodstuffs and raw materials with only 
limited possibilities for replacement from European 
sources of supply. Finally, several of the creditor coun- 
tries—notably the largest creditor, western Germany— 
liberalized service payments and capital transfers sig- 
nificantly in 1954. Western Germany’s imports from the 
dollar area did increase more than imports from mem- 
bers of the European Payments Union in 1954; since its 
exports to the union rose more than its imports, its 
export balance with the union increased substantially. 
However, the over-all balance with the union declined 
slightly, owing to resumed service on the foreign debt 
and repatriation of principal as well as some increase, 
probably, in private capital outflow accommodating 
exports. Nevertheless, the rise in western Germany’s 
share of total gross surpluses from 54 per cent in 1953 
to nearly 60 per cent in 1954, and the fact that part of 
the payments in connexion with the foreign debt in- 
‘cluded substantial arrears from 1953, indicate that the 
problems raised by western Germany’s persistent sur- 
plus in the union have not yet approached a solution. 


The United Kingdom net surplus with the European 
Payments Union was higher in 1954 than in 1953, but 
this was not due to any substitution of United States 
goods for imports from members of the union; on the 
contrary, imports from western Europe of the United 
Kingdom and oversea sterling area alike rose con- 
siderably more than exports. This change was, how- 
ever, more than offset by larger sales of dollar goods 
to western Europe and by capital movements. The lat- 
ter included an advance repayment on a loan to the 
Netherlands and transfers from western Germany under 
the debt agreement, as well as short-term movements 
probably connected with the revival of commodity mar- 
kets in the United Kingdom and the expectation that 
a measure of sterling convertibility would be intro- 


duced. 


At the other extreme, the largest debtor country— 
France—succeeded in reducing its deficit materially in 
1954, and was actually in surplus in the union in the 
last quarter of the year. The chief factors in the im- 
provement in the French balance of payments position 
in 1954 are considered below. Here it may be noted that 
the improvement enabled France to restore to a large 
degree the liberalization of imports which had been 
abandoned in 1952. Although temporary compensatory 
taxes were levied on newly freed imports, these did not 
prevent such imports from rising much more than 
imports as a whole.** 


18 While total imports rose 5 per cent in value from the third 
quarter of 1953 to the third quarter of 1954 and imports from 
the EPU area (excluding the franc area) were unchanged, im- 
ports of newly liberalized commodities subjected to taxes of 


A number of measures were adopted at mid-1954 to 
provide for the effective functioning of the European 
Payments Union after 30 June 1954. The principal 
problem which had arisen was that several creditor 
countries, particularly Austria and western Germany, 
had cumulative accounting positions far in excess of 
their quotas, as a result of which these countries had to 
grant credit to other members of the union on a scale 
well beyond that which they considered desirable. On 
the other hand, the borrowing facilities remaining to 
debtors within their quotas at 30 June 1954 were very 
limited, or, in several cases, had been completely 
exhausted. To meet this situation steps were taken to 
provide for the consolidation and repayment of out- 
standing debts incurred within the framework of the 
union; to establish new credit facilities corresponding 
to the repayments thus made; and to simplify the pro- 
cedures of the union."* 


DEVELOPMENTS IN PARTICULAR COUNTRIES 


While, for western Europe as a whole, the balance of 
trade declined by about $200 million from 1953 to 
1954, the three largest trading countries—France, west- 
ern Germany and the United Kingdom—as well as Italy, 
each recorded improvements in their balances, totalling 
approximately $500 million. Consequently, the remain- 
ing western European countries, most of whose trade 
is with western Europe and North America (which like- 
wise increased its merchandise balance with them in 
1954.) experienced a fairly extensive setback in their 
balances of trade. In relatively few cases, however, did 
this give rise to acute balance of payments difficulties 
by the end of the year 1954. Thus the only countries 
reporting lower gold and dollar reserves at the end of 
1954 than a year earlier were Belgium-Luxembourg, 
Denmark, Norway and Turkey, as shown in table 61, and 
of these only the latter three countries could be re- 
garded as having encountered significant difficulties. 
Japan also faced a serious problem of external balance 
in this period, though the situation eased markedly in 
the second half of 1954. Despite the slight reduction 
in the United Kingdom trade deficit from 1953 to 1954, 
if these two years are considered as a whole, deteriora- 
tion set in towards the end of 1954, 


Before examining the nature of the balance of pay- 
ments difficulties experienced in a number of countries, 
some consideration may be given to developments in 
the rest of western Europe. While the rise in industrial 
activity in France, western Germany and Italy in 1954 
was in line with the average for western Europe as 


10 and 15 per cent increased nearly 40 per cent. See Assemblée 
Nationale, Rapport fait au nom de la Commission des Finances 
sur le projet de loi de finances (no. 9419) pour Pexercice 1955 
(Paris, 1954), page 113. 

14'The details of these arrangements are discussed in the 
Fourth Annual Report of the Managing Board of the European 
Payments Union (OEEC document C(54) 234, Paris), Septem- 
ber 1954. 
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a whole, or greater, all three countries recorded im- 
proved balances of trade, as shown in table 59. 

In the case of France, the economic expansion of 
1954 represented a recovery from the recession of the 
previous year. Manufacturing increased about 10 per 


Table 61. Gold Reserves and Dollar Holdings of 
Western Europe and Japan, 1952 to 1954 
(Millions of United States dollars) * 


Country 1952 1953 1954 

IATStriaMie cor sain ee ae 143 238 329 
Belgium-Luxembourg......... 828 906 878 
Derimarke sonia sects wan enst ss oacke 101 127 102 
Wrance so: cen se eae citer tacos 916 1,007 1,288 
Germany, western...........- 691 1,225 1,998 
Greece's. none ee oe Si 111 124 
Dialyie ce cae ee ica 655 812 925 
Netherlands...: 2 ose oe TAT 980 1,045 
INGEWAV tee forks ores: = 160 171 148 
OL tupaleic: cee nites eels os 343 433 520 
Sweden tate de ssc eats Scene 275 335 406 
Switvenlandeeste ss eee eee 2,053 2,133 2,185 
PUEkeV ees te ae cee ees nS Se 152 
Continental OEEC countries. 7,120 8,635 10,100 
Irelands peer ee eee 18 18 18 
United. Kingdom..:..2. 5.20). <: 2,318 3,009 3,189 
Torat, OEEC countrizss 9,456 11,662 13,307 

Lee Serene ies ae par 936 958 858 


Source: International Monetary Fund, International Financial 
Statistics (Washington, D.C.); Federal Reserve System, Federal 
Reserve Bulletin (Washington, D.C.). 

® End-of-year data. 

> Gold only. 

¢ Excluding Iceland and dollar holdings of Ireland. 
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cent—approximately the same rate as for western 
Europe as a whole. Similarly, the rise of 5 per cent in 
the net output of agriculture in France in 1953/54 was 
about the same as for all western European countries 
as a group, and the 1954 harvest was still larger.** The 
volume of imports, however, increased only 8 per cent 
in 1954 as against 1] per cent for the whole of western 
Europe, while the 16 per cent expansion in exports was 
substantially higher than the average of 11 per cent 
for western Europe, as shown in table 62. The conse- 
quent improvement in the real balance of trade suf- 
ficed to outweigh the effects of the deterioration in terms 
of trade resulting from a greater fall in export than 
in import prices. The improvement was, moreover, con- 
centrated in transactions with countries outside the 
franc area, imports from which rose only 7 per cent 
in volume from 1953 to 1954 while exports increased 
22 per cent. Thus, the active balance with the franc 
area was reduced in 1954 together with the deficit with 
the rest of the world. 


The relatively small expansion in imports, despite 
the relaxation of import restrictions, reflected the high 
level of such imports in 1953, when there had been a 
slight increase over the previous year notwithstanding 
the recession, partly owing to speculation by im- 
porters.*® The gain in exports, especially to foreign 


** The volume of agricultural output was larger in 1954/55, 
even after allowance for some deterioration in quality. 


** Tn the first half of 1953 there appears to have been an ex- 
pectation of devaluation or of still tighter import controls, re- 
sulting from the continuing external deficit of France. For a 
discussion of this point, see World Economic Report, 1952-53, 
pages 112 and 113. 


Table 62. Indices of Volume of Exports and Imports of OEEC Countries, Japan and the 
United States, 1953 and 1954 
(1952 = 100) 


ee Exports Imports 
1953 1954° 1953 1954" 

ee een eres sl wa 
Austria piretee’sMe ner cNeudegd onchepoher ata tie cok One OR RTO 134 163 96 132 
Belgium-Luxembourg,..............0..0e+ces 109 122 104 116 
Denararle iy. a nea oh oe 110 121 115 139 
France a ets cpisee ahs egaseus wR ck Ctass ete Cae eee 105 122 101 109 
SOrmIANy,: Western oc. = Sneaks os ce cele ees 117 145 113 142 
Ura eiad Fores xy arrcimta Wehr gare 114 118 13 113 
MB SS ae ere eae ON ee ee 106 114 108 Ill 
Nethoxlands-..S5.5 cscs oe eee 114 134 119 150 
PROD WIY kan o:sii ey radmin no 102 118 110 126 
BIMERERT .\).1 wie cd's 808 gatane bu eae 108 118 99 113 
BS MBGROUANG o.o.55, 0! ss's cea ake ae 112 114 104 
POV tain cake yx 24 Asoc ns chy ceca ae ae ae 121 115 99 100 
ted WINGIOM.;, 5... cs hyn eee ee 103 109 109 110 

,  Totat, OEEC countrriess 110 122 107 119 
Piniemyeiatess. sso. Ss aay oe nen a ee 94 99 105 97 
Ra hme ta sd o's vs). a Wo de bay Se 112 146 137 141 


Source: Statistical Office of the United Nations. 
* Preliminary. 


b Quotient of value and unit value indices. 


° Data from Organisation for European Eco- 
nomic Co-operation, Foreign Trade Statistical Bulle- 
tin, series I (Paris), February 1955. 

4 Exports exclude military shipments. 
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countries, was proportionally very large in agricultural 

products owing to good harvests in 1953 and 1954. 
Moreover, most of the principal commodity groups con- 
tributed to the expansion. The value of aid provided to 
exporters by the Government in 1954, by such means 
as the remission of taxation, probably represented over 
8 per cent of the value of exports to foreign countries, 
compared with 5 per cent in 1953. 


The current transactions of the franc area with the 
rest of the world had moved into surplus by the second 
half of 1953 because of higher expenditures in France 
by United States armed forces and the virtual elimina- 
tion of the deficit of the oversea territories. In 1954, 
the current surplus increased further, and in addition 
aid from the United States rose to nearly $450 million 
from $300 million in 1953, owing to large-scale 
receipts in connexion with Indochina. As a result, 
France was one of the few countries able to add even 
more to its gold and dollar reserves in 1954 than in 
1953—$281. million in 1954 as against only $91 mil- 
lion in the previous year—despite accelerating repay- 
ments on dollar loans. 


Manufacturing activity rose 9 per cent in 1954 in 
Italy, but agricultural output dropped materially as 
a result of adverse weather. However, lower food im- 
ports following the excellent harvest of 1953 enabled 
Italy to maintain the value of total imports approxi- 
mately unchanged from 1953 to 1954 while exports 
rose with the advance in economic activity in western 
Europe and the easing of import restrictions in France 
and the United Kingdom, which had affected Italy with 
especial severity. United States military expenditures 
in Italy also increased, so that the reduction in the 
Italian deficit on current account which had occurred 
from 1952 to 1953 continued further in 1954. 


Belgium-Luxembourg, western Germany, the Nether- 
lands and Switzerland had all been in substantial sur- 
plus on current account in 1952, and the latter three 
countries likewise recorded relatively large surpluses 
in 1953; a sharp deterioration in terms of trade in Bel- 
gium-Luxembourg caused the balance of that area to 
move into deficit in 1953. These surpluses mainly took 
the form of growing credit balances in the European 
Payments Union, only half of which were settled in 
convertible currency; in the case of western Germany 
heavy surpluses were also built up in the clearings 
with bilateral agreement countries. All these countries 
liberalized their imports significantly between the end 
of 1952 and mid-1953 and maintained the new rate of 
liberalization during the rest of 1953 and in 1954. In 
addition, the Benelux countries virtually eliminated 
discrimination against imports from the United States, 
while western Germany moved in this direction. Swiss 
import policy towards the dollar area had been liberal 
throughout the post-war period. The effect of the dollar 
liberalization programmes is considered below. 


125 


In all these countries except Belgium-Luxembourg 
imports in 1954 rose more than the average for western 
Europe, probably reflecting a substantial rise in invest- 
ment in inventories of imported goods, especially in 
the engineering industries. Although increases in ex- 
ports from 1953 to 1954 were also substantial, only in 
western Germany did their value rise more than that 
of imports and even there the active balance of trade 


in 1954 appears to have been reduced compared with 
the second half of 1953. 


Special conditions have tended to inflate the foreign 
trade of western Germany and the Netherlands from 
time to time, owing to favourable opportunities for 
transit trade of an unusual character. Thus, for exam- 
ple, the existence of a free market in Brazilian cruzeiros 
in western Germany made it possible for western Ger- 
many to engage in substantial and unaccustomed transit 
trade in coffee, and probably also in other commodities 
—both imported from and exported to Brazil. The emer- 
gence of discounts in the free markets for other cur- 
rencies, notably sterling, has resulted in similarly ex- 
ceptional increases in transit trade on occasions. Both 
western Germany and the Netherlands have also made 
considerable use of incentives of various kinds for 
promoting exports, some of which have also tended to 
expand transit trade. 


While western Germany was the only one of the five 
countries now under consideration in which the rise 
in imports in 1954 was not accompanied by some de- 
terioration in the trade balance, the over-all balance 
in western Germany on current and capital accounts 
probably did decline. This was due to the resumption 
by western Germany of obligations in respect of past 
debts and the liberalization of transfers both of service 
payments and on capital account, as well as to the 
payment of subscriptions to the International Monetary 
Fund and the International Bank for Reconstruction 
and Development. 


In spite of such transfers and of increases in trade 
deficits with the dollar area, these countries were able 
to add to their gold and dollar reserves in 1954, This 
was due to a considerable extent to special gold and 
dollar settlements at mid-1954 to creditors by debtor 
countries in the European Payments Union, covering 
part of the cumulative credits outstanding. Additional 
elements in the particularly rapid rate of accumulation 
of gold and dollar reserves by western Germany in 
1954—at an even faster rate, in fact, than in 1953— 
were current receipts in connexion with its large active 
balance with the European Payments Union and heavy 
expenditures by United States armed forces in western 
Germany. The fall in western Germany’s balance of 
payments surplus from 1953 to 1954 was consequently 
reflected in a reduction in the holdings of currencies 
other than dollars—including holdings built up under 
clearing agreements in 1952 and 1953. 
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ACTUAL AND POTENTIAL BALANCE OF PAYMENTS 
DIFFICULTIES 


It was noted above that among the countries experi- 
encing balance of payments difficulties during the 
period under review were Denmark, Japan and Turkey. 
In another group of countries—Norway, Sweden and 
the United Kingdom—while no actual difficulties were 
experienced during this period, the situation at the end 
of 1954 gave rise to some concern. In Norway, there 
was a slight increase in the deficit on current account 
in 1954, instead of the reduction which had been anti- 
cipated, while in the United Kingdom there was a de- 
terioration in the current balance in the second half of 
1954 and the first quarter of 1955, Although Sweden’s 
external accounts were approximately in balance in 
1954 at a high level of trade liberalization, there had 
been some reduction in the current balance by com- 
parison with 1953, and a further slight deterioration 
was expected by the Government for 1955. 


The conditions prevailing in each of these countries 
varied widely, as was to be expected, and in particular 
the timing of adverse developments differed consid- 
erably from country to country. Thus Japan was losing 
foreign exchange reserves rapidly at the end of 1953 
and the first half of 1954, but had regained most of its 
losses by the time the United Kingdom experienced a 
sharp drain on its reserves early in 1955. Similarly, 
the peak of imports by Japan and Turkey appears to 
have occurred at the end of 1953 or in the first half 
of 1954, imports in the second half of 1954 falling 
below those of the corresponding period of 1953. In 
Denmark, Norway and Sweden, on the other hand, the 
rise in imports continued fairly steadily in the second 
half of 1954, while in the United Kingdom imports 
were relatively low throughout most of 1954 and did 
not begin to move upwards sharply until the turn of 
the year. Throughout the following discussion, there- 
fore, the differences in the phasing of events in the 
various countries must be borne in mind. 


Subject to the observations above, certain common 
characteristics of developments in these countries may 
be noted. In all instances there was a sharp rise in im- 
ports accompanying higher levels of industrial produc- 
tion and consumption. Except in Norway and Sweden, 
part of the increase in imports resulted from unfavour- 
able weather conditions; these affected the grain harvest 
in Japan in 1953, and in Denmark, Turkey and the 
United Kingdom in 1954. Thus, Japan was compelled to 
purchase much larger quantities of grain abroad in the 
first half of 1954, and the United Kingdom in the sec- 
ond half of the year and early in 1955. In Turkey, 
notwithstanding a substantial carry-over from the pre- 
vious harvest, supply difficulties developed in 1954 
owing to a drought, which led to the withholding of 
grain by farmers from the government purchasing 
agency in the expectation of price increases. While 
wheat exports in the first half of 1954 were actually 
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75 per cent higher in volume than in the first half of 
1953, by the latter part of the year the Turkish Gov- 
ernment negotiated an agreement with the United States 
for the import of 500,000 tons of grain*’ so as to curb 
speculation in grain. The poor harvest of 1954 did not 
prevent Swedish grain exports from rising above the 
level of 1953, but stocks were run down. Finally, in 
Denmark, poor grazing conditions, together with a rise 
in the number of farm animals, necessitated much 


higher imports of feed, which, together with food 


grains, accounted for nearly 40 per cent of the rise in 
imports in 1954. 


An additional element in the rise in imports was the 
expanded demand for consumer goods resulting from 
higher incomes and the liberalization of imports. This 
was particularly important in Denmark and Sweden, 
where there were large increases in imports of passen- 
ger cars. In most of these countries there were also 
significant increases in imports of metals and manufac- 
tures, and, except in the United Kingdom, of capital 
goods; in Norway, the rise in imports of ships was 
equivalent to much more than the total increase in the 
deficit on current account. 


In Japan and Turkey, there was probably a con- 
siderable element of speculative purchasing by im- 
porters in anticipation that restrictions which would 
lead to shortages or higher prices would later be im- 
posed. 


Only in Turkey were the difficulties in the balance of 
payments due to any extent to a decline in exports; 
this resulted not only from the fall in supplies of wheat 
but also from higher prices demanded for exported raw 
cotton and tobacco. However, the exports of the United 
Kingdom rose appreciably less than the average for 
western Europe in 1954, reaching a level only 4 per 
cent above that of 1950 in real terms. In no case, more- 
over, was an adverse movement in terms of trade of 
primary importance in the situation, though there was 
some deterioration in Sweden, the United Kingdom and, 
especially, in Turkey, as shown in table 63. 


While Japanese exports continued to rise both in 
1953 and, much more rapidly, in 1954, they were for 
some time hampered by import restrictions in the ster- 
ling area, which, however, were progressively relaxed 
during 1954, There was also a reduction in special 
procurement by United States armed forces, whose ex- 
penditures in Japan in 1953 were equivalent to nearly 


two-thirds of receipts from commercial exports of 
goods. 


The volume of exports of Denmark, Norway and 
Sweden in 1954 was in each case some 10 per cent or 


“The agreement provided for 100,000 tons of wheat to be 
bartered against Turkish chrome ore, the remainder of the 
shipments of wheat and feed grains being financed by the United 
States Foreign Operations Administration and Commodity Credit 
Corporation; Turkish lira proceeds were to be used for defence 


support, economic development and to meet United States ob- 
ligations. 
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Table 63. Indices of Export and Import Unit Values* and Terms of Trade of OEEC 
Countries, Japan and the United States, 1953 and 1954 


(1952 = 100) 
it: Riri De eat ig aks a aT ag a INS EN ee 


Chiavitre Exports 

1953 1954> 

PUES tERa eA aneaere ents tL tere se 91 90 
Belgium-Luxembourg........ 84 a 
lennidigk sectors 3 A ke we 95 94, 
Ppaneeie ate a oees ose 94, 89 
Germany, western.......... 94 90 
Pr an Oe ee ce a Se. Sean 3 101 99 
UE aay ee 7 eee 95 99 
OCOLAET Fs ea a i 89 85 
13. Og a ae does aera eee 87 87 
eMetaen ty Oe cake Sere e 87 86 
eVWUEZENIANG 0. este Cee eas 98 97 
LC ge, a Oe ned 90 87 
United Kingdom............ 97 95 
Tota, OEEC countries® 93 90 
United States... 5.02.05... 100 99 
5 ETT rls Sh Raho gee ea 89 88 


Imports Terms of trade 
1953 1954> 1953 1954» 
108 103 84 87 

95 90 88 86 
90 87 106 108 
91 89 103 100 
87 84 108 107 
94, 95 107 104 
91 91 104 109 
89 84 100 101 
95 93 92 94 
91 91 96 94 
93 92 105 105 
97 100 93 87 
88 88 110 108 
90 88 103 102 
96 98 104 101 
87 84 102 105 


Source: Statistical Office of the United Nations. 

* Calculated in terms of national currencies, 
except in dollars for Japan and for OEEC countries 
as a whole. 


more higher than in 1953. In Denmark the rise would 
have sufficed to cover all except the unusual increase 
in imports of feed and passenger cars. In Norway and 
Sweden there were substantial gains in exports of pulp 
and paper products, but the Norwegian expansion 
reflected in part an exceptional catch of fish. Swedish 
exports of ships, notably to Norway, rose sharply, 
financed largely by credit. 


In several of the countries under consideration the 
deterioration in the external balance was probably in- 
tensified by speculative capital movements, though the 
extent of such movements is impossible to determine 
with any precision. In the case of the United Kingdom, 
where there was some liberalization of capital transfers 
during 1954, adverse developments on capital account 
at the turn of the year may have reflected, among other 
factors, a reversal of the movement into sterling early 
in 1954, which had occurred under the influence of the 
reopening of commodity markets and the expectation, 
at that time, of the early introduction of a measure of 
sterling convertibility. Again, it is probable that some 
element of speculative capital outflow accompanied the 
rumours of devaluation prevalent in Denmark early 


in 1954. 


A special difficulty facing Denmark, and to a lesser 
extent Norway and Sweden, was the inadequacy of the 
margin provided by foreign exchange reserves to absorb 
significant swings in the balance of payments, even if 
such swings were of only short duration. As may be 
seen from the following figures, the value of Denmark’s 
gold and dollar holdings at the end of 1953 represented 


> Preliminary. 

¢ Data from Organisation for European Eco- 
nomic Co-operation, Foreign Trade Statistical Bulle- 
tin, series I, February 1955. 


a much smaller percentage of the value of its imports 
during 1953 than was the case in other western Euro- 
pean countries—excluding those which are members of 
wider currency areas. 


Percentage Percentage 
Switzerland........ 181 Turkey a.coecaten 30 
USIEIA eon ene 44 Swedes wae: seat 21 
KGTECCE yi. ued ee = 38 Norway issn eee 19 
Ltaly: 5 ao. ermal ae 34 Denmark........ 13 
Germany, western... 32 


Other things being equal, therefore, it was necessary 
for Denmark to watch small shifts in its foreign bal- 
ance much more carefully than some of the other 
countries listed above. It is noteworthy that Sweden, 
with a somewhat higher ratio of dollar reserves to im- 
ports than Denmark, resorted to borrowing on the Swiss 
market during 1954 to reinforce its gold and dollar 
reserves. 


All the above countries took measures to deal with 
the problem of restoring or maintaining an external 
balance, though, since the balance of payments position 
of Sweden was still relatively strong, the various re- 
straints placed on the growth of demand in that country 
may be regarded as designed primarily to maintain 
internal stability rather than as necessitated by any 
immediate threat to foreign accounts. Measures taken 
by various countries included the tightening of credit 
and the raising of interest rates in Japan from October 
1953 onwards, in Norway in February 1954** and again 


18 Measures taken early in 1954 did not include raising interest 
rates. 


128 


in February 1955, in Denmark in June 1954, in Sweden 
in October 1954 and in the United Kingdom in January 
and February 1955. The United Kingdom and Denmark 
also limited consumer credit. The intention of cutting 
or deferring public expenditures was announced in 
Denmark, Japan and Sweden. In Denmark, indirect 
taxes were raised and special incentives to private 
saving were provided, while in Sweden a 10 per cent 
tax on sales of motorcars and motorcycles was re- 
stored. In Norway, a number of measures were adopted 


early in 1954 to restrict private fixed capital investment, 


and even more restrictive measures were adopted early 
in 1955; in Sweden, the 12 per cent levy on new in- 
vestment expenditure which had expired at the end 
of 1953 was restored in February 1955. Japan and 
Turkey tightened direct import restrictions, a measure 
which was, however, of doubtful effectiveness ;1° though 
there was no general retreat from a policy of liberal 
imports in Denmark, the import of motorcars and mo- 
torcycles was restricted. 


In the second half of 1954 there was a rapid recovery 
in the Japanese balance of payments. This was due to 
higher commercial exports resulting from the relaxa- 
tion of import restrictions by the sterling area and 
from the use of special methods of export promotion. 
The latter included, apart from barter trade, a system 
of linking import allocations with exports in such a 
manner as to make it possible for exporters to lower 
their prices and compensate themselves from high 
profits on the sale of import goods in short supply.?° 
At the same time the rise in imports was checked, and 
imports showed an actual decline from the second half 
of 1953 to the second half of 1954. This was due partly 
to lower food import requirements resulting from the 
improved harvest of 1954. In addition, there was a reac- 
tion against the speculative inventory accumulation of 
1953 because of a marked slackening in the rate of 
advance of output and a tightening in import credit 
facilities. Other factors contributing to the easing of 
Japanese balance of payments difficulties were a rise 
in foreign import credits and special assistance by the 
United States in the form of cotton loans and sales 
of surplus grain against Japanese currency. By the 
end of 1954, Japan’s gold and foreign exchange reserves 
had risen nearly $300 million from the low point 
reached at the end of May, thus recovering almost 
four-fifths of the losses since the end of 1952. It was, 
however, not clear how far the improvement depended 
upon unusual methods of foreign trading and on such 
temporary factors as the trimming of raw material in- 
ventories in Japan on the one hand, and, on the other, 

“In Japan, importers did not fully take up the reduced im- 
port allocations made available by the authorities from April 
to September 1954, owing to a reaction against the previous 
building up of inventories of imported goods, while, in Turkey, 
imports continued to rise to a peak in May 1954, more than a 


year after the suspension of the liberalization of imports from 
OEEC countries in April 1953, 


*° It was announced that this system had been abolished from 
1 October 1954. 


_in gold and dollar reserves. 


Part II. International trade and payments 


the replenishment of inventories of finished textiles 
in the sterling area. 


In the United Kingdom, the active balance on current 
account (excluding defence aid) for 1954 as a whole 
was almost unchanged from the previous year, but there 
was a moderate deficit in the second half of 1954 com- 
pared with substantial surpluses in the two previous 
half-years; the deficit probably increased further in the 
first quarter of 1955, and there was a significant loss 


Although the real gross national product increased 
4 per cent from 1953 to 1954 and manufacturing 7 per 
cent, the volume of retained imports rose only 2 per 
cent. In the previous year, a similar growth in manu- 
facturing and a smaller rise in output as a whole had 
been accompanied by a 10 per cent advance in the 
volume of retained imports. Part of the difference in 
the movement of imports in the two years was due to 
the fact that inventories of foodstuffs were built up 
substantially in 1953, and then reduced somewhat in ~ 
1954 with the return of trade from the Government to 
private hands. Non-food imports, which rose only 4 per 
cent in volume in 1954 as against 9 per cent in 1953, 
were affected by the much greater increase from 1952 
to 1953 in the output of industries using a relatively 
high volume of imports than occurred from 1953 to 
1954. Thus, in 1953 textile production increased 15 
per cent—more than any other major industrial group 
—while leather goods were not far behind; the import 
content of these products is relatively high. In 1954, 
on the other hand, production in these industries in- 
creased only 1 to 2 per cent, on the average, whereas 
the metal and engineering industries, where activity 
had lagged behind the average in 1953 and where out- 
put has a lower import content, moved ahead more 
rapidly. Moreover, the growth in domestic steel-making 
capacity enabled the United Kingdom to lower still 
further its imports of steel in 1954, while the comple- 
tion of tooling operations for the defence programme 
made it possible for imports of machine tools to be 
sharply reduced. For all these reasons, the imports of 
the United Kingdom rose much less than those of other 


western European countries in 1954, as shown in 
table 62. 


Meanwhile the increase in United Kingdom exports 
owed much to the building up of inventories by other 
countries, such as western Germany, the Netherlands 
and, especially, Australia and New Zealand, where im- 
port restrictions were relaxed. In fact, the rise in the 
value of exports to these four countries from 1953 to 
1954 amounted to over $300 million (of which Aus- 
tralia alone accounted for $183 million) compared 
with an increase of $350 million to all destinations 
outside North America. However, the expansion in ex- 
ports, which was vigorous at the end of 1953 and early 
in 1954, slackened appreciably in the course of 1954, 
as shown in the following indices of the volume of 
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United Kingdom exports and re-exports (corresponding 


quarter of the preceding year=100) : 


1953 1954 
_ First quarter........ plein. stan Sees see UBT 109 
meeond quarters << bs: u/s. daeiedae vines 103 108 
Pied Quarters Soko ep «sex be cds 112 106 
Marriquarter, cacy. 1c. cca kcc eee ck 110 98 


Although shipments in the fourth quarter of 1954 were 
affected to some extent by a dock strike, it seems likely 
that the rate of increase in exports continued to slacken. 
The United Kingdom in 1954 continued to lose ground 
to western Germany in a number of key markets in 
western Europe, Latin America and even to some extent 
in the sterling area; India and Japan likewise seem to 
have gained in relation to the United Kingdom in 
several cotton textile markets both outside and within 
the sterling area. 


While exports tended to level off at the end of 1954 
as demand in some of the main export markets slack- 
ened, the United Kingdom’s own import demands were 
rising, encouraged, moreover, by a tendency for the 
prices of primary products to harden. Some of the most 
important increases early in 1955 were in foodstuffs, 
non-ferrous metals and coal—the latter because coal 
output had once again fallen behind that of manufac- 
turing as a whole. The situation was somewhat agegra- 
vated by a deterioration in terms of trade in the course 
of 1954 and by a fall in free market rates for sterling, 
rendering “commodity shunting” of sterling area goods, 
and other forms of speculation against sterling, profit- 
able. In order to limit discounts on sterling in free mar- 
kets, the authorities responsible for the Exchange 
Equalization Account were authorized by the Govern- 
ment “to use wider discretion” in operating in such 
markets. 


LIBERALIZATION OF IMPORTS FROM THE DOLLAR AREA 


A number of western European countries freed part 
of their imports from the dollar area from quantitative 
controls during the period under review, or adminis- 
tered their licensing systems more leniently. In several 
countries these measures were regarded as a means of 
testing the volume of pent-up demand for dollar goods 
and of preparing to restore the convertibility of their 
currencies. 


The following list shows the countries undertaking 
these measures during 1954, and the proportions of 
liberalization attained. In addition to the countries 
listed, Greece abolished quantitative controls on most 
imports from all areas, with the exception of certain 
luxury products, following the devaluation of April 
1953. Switzerland, of course, had had a liberal import 
régime throughout the post-war period. 
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period iireliation= = ieee 
Benelux area >..... 1948 87 per cent June 1954 
Denmark...... 5 ms . per cent December 1954 

per cent February 1954 

Germany, western, J 1952 Two-thirds Neconber 1954 
LT Rees aes 1953 24 per cent August 1954 
OWBAOI Sr wert we 1953 45 per cent October 1954 
United Kingdom... 1953 One-half a 


* For the Benelux area and Sweden, the proportions are based 
on the value of total imports in the eee year; for Denmark, 
western Germany and the United Kingdom, on the value of 
imports from the dollar area; and for Italy, on the value of 
imports from the United States (the corresponding percentage 
for imports from Canada was 38). 

> Belgium, Luxembourg and the Netherlands. Proportion 
applies to area as a whole. 

° Licence requirements for the liberalized commodities were 
not formally removed until February 1955,' but licences were 
granted freely for these goods from mid-December 1954, 


The Benelux countries established a common list of 
commodities which could be imported freely from dol- 
lar sources, effective in June 1954, and could move 
without restriction within the Benelux area; discrimi- 
nation against imports from the dollar area seems to 
have been virtually eliminated. In the United Kingdom 
liberalization was largely connected with the reopening 
of commodity markets, and traders were permitted to 
re-export commodities purchased for dollars, against 
payment in sterling, except in the cases of cocoa, coffee, 
cotton and grains. 


It is difficult to gauge the effects of these measures. 
Apart from the fact that the time which has elapsed 
since they were introduced is relatively short, there were 
pronounced fluctuations in United States shipments to 
western Europe during 1954 owing to a variety of de- 
velopmenis, the effects of which cannot easily be sepa- 
rated out. In addition there is a major statistical 
obstacle: while United States exports to western Europe, 
f.0.b., rose 17 per cent in value from 1953 to 1954, the 
corresponding increase from the import side, c.i.f., was 
little more than 10 per cent. Part of the discrepancy 
appears to be caused by the time lag between the record- 
ing of exports and imports, because of time taken in the 
transport of goods, and part may be attributed to the 
fact that transit trade in United States goods is not 
recorded in Netherlands imports.** For these reasons 
considerable caution has to be exercised in interpreting 
the data. 


In Belgium-Luxembourg imports from the United 
States declined nearly one-third in 1953 and then rose 
only 6 per cent in 1954, while the imports of Greece 


21 Thus, allowing a time lag of two months, United States 
exports to western Europe from November 1953 to October 1954 
increased only 10 per cent in relation to the previous twelve 
months. Further, United States exports f.0.b. to the Netherlands 
alone rose 63 per cent in this period while Netherlands imports, 
c.if., increased only 42 per cent from 1953 to 1954. Moreover, 
the absolute value of United States exports, f.o.b., to the 
Netherlands from November 1953 to October 1954 was $395 
million while Netherlands imports, c.i.f., from the United States 
in 1954 were valued at $336 million. The discrepancy between 
United States exports and Netherlands imports seems to be par- 
ticularly great in the fats and oils group. 
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declined in both years. Belgium-Luxembourg had, of 
course, been following a relatively liberal import policy 
in practice for some time prior to the measures of 1953 
and 1954, and it was consequently not expected that 
formal lifting of restrictions would produce marked 
changes. Imports of foodstuffs by Greece dropped in the 
second half of 1953 and during 1954 owing to the rise 
in domestic output; meanwhile the share of the United 
States in non-food imports continued to decline so that 
the ending of discrimination does not appear to have 


brought about any great shift from existing trends in 


the geographic pattern of imports. 


Imports from the United States by the United King- 
dom, western Germany and the Netherlands rose 11 per 
cent, 35 per cent and 42 per cent, respectively, from 
1953 to 1954. It is difficult to compare the extent of 
liberalization in these three countries, because the per- 
centages given in the text table above are based on 
different years, and the average degree of liberalization 
applicable to the year 1954 as a whole is uncertain in 
each case. Available information does suggest that the 
Netherlands went further than the other two countries 
in its programme of liberalization. However, the rela- 
tive magnitudes of the above increases in imports may 
reflect factors other than the extent of liberalization 
undertaken; in particular, the rate of inventory invest- 
ment increased very sharply in the Netherlands and 
somewhat less in western Germany, while in the United 
Kingdom stocks of imported commodities declined in 
1954, in real terms, whereas there had been a sizable 
increase in such stocks in the previous year. 


It might have been expected that the relaxation of 
restrictions against imports of dollar goods by these 
three countries would have resulted in a greater diver- 
sification of dollar imports. In fact, however, the incre- 
ment to imports of dollar goods in 1954 appears to have 
been highly concentrated in a relatively few foodstuffs 
and raw materials, 


Thus al] three countries reported substantial increases 
in imports of raw cotton, fats and oils, metals (mainly 
non-ferrous) and industrial chemicals; on the other 
hand, there were decreases in imports of grain for the 
year as a whole, despite an upward trend in such im- 
ports at the end of the year. In the case of raw cotton, 
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the decline in available supplies in other producing 
areas, as well as price considerations, resulted in a shift- 
ing of purchases back to the United States in 1954 and 
away from the other countries which had supplied a 
larger share of requirements, partly from accumulated 
stocks, in the previous year. Again, the surplus disposal 
programme of the United States Government, previously 
noted, probably accounts for the exceptional increase in 
shipments of fats and oils. The advance in imports of 
metals and industrial chemicals was associated with 


" higher output in the industries consuming these goods 


and the building up of inventories, especially in western 
Germany and the Netherlands. In addition, for the 
Netherlands and the United Kingdom, there was a rise 
in coal imports as a result of the failure of domestic coal — 
production to expand in line with industrial demand. 


In the case of the United Kingdom, the increase in the 
value of imports of the commodities listed above ex- 
ceeded the over-all rise in the value of imports from the 
United States, since other imports, especially grains, 
dropped. The share of these commodities in the increase 
in Netherlands imports, other than grain, was 77 per 
cent; excluding coal and grain for western Germany 
(since imports of United States coal as well as of grain 
declined in 1954) the corresponding percentage was 
to ae 


These developments may probably be attributed to 
two causes. In the first place, it seems that the short-term 
factors noted above in relation to each commodity group 
were of greater influence in affecting the structure of 
imports in 1954 than was liberalization, the conse- 
quences of which have to be viewed over a longer period. 
Second, it seems probable that the initial aim of liberal- 
ization, at any rate in the cases of western Germany and 
the United Kingdom and possibly even in the Nether- 
lands, was to provide industry with free access to the 
most favourable sources of supply, irrespective of cur- 
rency area, and, for the time being, to continue to limit 
imports which would compete with domestic output. 


*2 The commodities listed accounted for 29 per cent of the 
United Kingdom’s imports of goods other than grain from the 
United States in 1953, and for 44 per cent of the imports of the 
Netherlands; excluding coal as well as grain, the corresponding 
share for western Germany was 51 per cent. 


Sos err men ne we 
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INTERNATIONAL TRADE AND PAYMENTS OF PRIMARY 
PRODUCING COUNTRIES 


The quantum of exports of primary producing coun- 
tries* has been recovering steadily from the sharp con- 
traction of the second half of 1951. Exports in the first 
nine months of 1954 were about 3 per cent higher 
than in the same period of 1953, and somewhat above 
the peak that had been reached in the first half of 
1951. Changes in export prices for various commodi- 
ties approximately offset each other so that on the 
average export unit values were about the same in 1954 
as in 1953 (see chart 6). 


The increase in the quantum of exports of primary 
producers in 1954 was accounted for mainly by a rise 
in exports to western Europe, which more than offset 
a decline in exports to the United States. Exports of 
primary producers to one another appear not to have 
changed much in value, but in view of some reduction 
in unit values, probably increased to some extent in 
quantum. An element in the rise in exports of several 
countries, both of Latin America and the oversea ster- 
ling area, was an increase in demand of eastern Europe 
and the Union of Soviet Socialist Republics. An ab- 
normally high Japanese demand for wheat and rice, 
resulting from its poor harvest in 1953, benefited cer- 
tain grain exporters, but imports of some raw materials 
were limited by a slackening in the rate of increase of 
economic activity. 


Higher exports of raw materials, especially of petro- 
leum, non-ferrous metals and oil-seeds, were largely 
responsible for the rise in the quantum of exports. 
Food exports generally fell, the decline being most 
significant in the case of cereals and sugar. Although 
higher output contributed significantly to the rise in 
exports, the increase was facilitated in many instances 
by the disposal of surplus stocks in exporting countries. 
Even in the case of jute, exports of which fell, sales 
were made from stocks since output fell much more 
than exports. Inventory liquidation had already been 
an important factor in exports in 1953; the supply of 
wool for export was, in fact, lower in 1954 because 
Argentina and Uruguay disposed of their surplus stocks 
in 1953. Surplus disposal of non-ferrous metals also 


1TIncluding countries of Asia (except Japan and mainland 
China), Africa, Latin America and Oceania; and Canada, Fin- 


land, Spain and Yugoslavia. 
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Exports 


began earlier, but it continued to be an important fac- 
tor in exports in 1954, For some commodities, however, 
notably for the oils and oil-seeds, the process did not 
get under way until 1954. Generally, in instances in 
which countries attempting to support prices accounted 
for a large proportion of world sales, a relatively long 
period elapsed before inventory liquidation was begun. 
On the whole, countries in Latin America were able 
or willing to finance inventories for a longer period 
than those in Asia or the Middle East. Details of trade 
in major primary products are discussed below. 


The apparent stability in average export unit values 
in the first three quarters of 1954 compared with the 
corresponding period of 1953 was the net result of 
declines in prices of many primary products, which 
were offset by considerably increased prices of a few 
commodities, notably coffee, cocoa and tea. The reduc- 
tions in prices resulted in part from efforts to liquidate 
surplus stocks. Countries which previously had with- 
held stocks rather than sell at world prices cut prices 
to competitive levels. While the cuts in prices often 
involved losses in income to private exporters, in many 
cases they were absorbed by governments through such 
measures as subsidies, reductions in export taxes or 
more favourable exchange rates. Importing countries 
generally took the opportunity afforded by price cuts 
in raw materials to accumulate substantial inventories. 


The small increase in total export receipts of primary 
producing countries in the first three quarters of 1954 
was the net result of substantial declines in a com- 
paratively few countries, which were more than offset 
by small increases over a fairly wide front. 


Canadian export receipts declined as a result of a 
sharp fall in quantities and prices of wheat exports. 
In the oversea sterling area, Australian exports of 
wheat, wool and meat fell, causing a sharp reduction 
in the country’s total export receipts. Although Pakistan 
succeeded in liquidating its accumulated inventories of 
cotton and jute, a cut in output led to lower export 
receipts despite higher prices. Hong Kong was ad- 
versely affected by a decline in exports to mainland 
China. Like those of Singapore, its exports to Indonesia 
also fell sharply as the latter country reduced its im- 
ports by way of the entrepét trade of these British 
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colonies. Offsetting these declines in the export earnings 
of the oversea sterling area were higher receipts from 
the tea exports of Ceylon and India, larger exports of 
petroleum from Middle East sterling countries and in- 


creased earnings from coffee and cocoa exports by the — 


British West African dependencies. Exports of cotton 
and jute manufactures from India also increased con- 
siderably. 


Chart 6. Indices of Current Value, Quantum and 
Unit Value? of Exports of Primary Producing 
Countries, 1950 to 1954 
(1952=100) 


tt I il I Ih I i I 
1950 1951 1952 1953 1954 


Current value 
—-——-=-- Quantum 


eee eseesecce Unit value 


Source: United Nations Department of Economic Affairs ; 
based on data supplied by the Statistical Office of the United 
Nations. 


* Calculated in United States dollars. 


In Latin America export earnings of the dollar coun- 
tries rose in the aggregate, as higher receipts from pe- 
troleum and coffee exports more than offset lower earn- 
ings from sugar exports. The major exports of the 
Latin American non-dollar countries, with the possible 
exception of meat and wool, were affected in 1954 by 
offsetting changes in quantum and average unit values. 
Brazil experienced a fall in coffee exports to the United 
States when, anticipating a poor crop, it raised coffee 
prices sharply early in 1954. On the other hand, the 
countries of the group disposed of linseed oil, cotton, 
wheat and copper by means of substantial price cuts. 


Among other primary producers, Indonesia in- 
creased its exports of rubber, tin, tea and copra, and 
its receipts rose about 4 per cent. The Philippines ex- 
ported substantially larger quantities of sugar and 
copra, but earnings rose only moderately owing to 
lower export unit values. Thailand, on the other hand, 
was adversely affected by reduced exports of rice and 
by lower rubber and tin prices. Taiwan experienced a 
sharp fall in earnings as a result of reduced sugar 
exports. The non-sterling countries in the Middle East 
gained from higher petroleum exports, while a smaller 
volume of exports reduced earnings from cotton de- 
spite higher prices. Among the European primary pro- 
ducers, Yugoslavia and Finland significantly increased 
their export receipts, the former from grain and the 
latter from wood products. 


world exports of wheat fell by about 2.5 million tons 


~ doubled during 1952/53 and again rose substantially 
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COMMODITY COMPOSITION OF EXPORTS 


Selected foodstuffs 
Froma peak level of over 28 million tons in 1951/52, 


in 1952/53 and again by more than 3 million tons in 
1953/54, as grain output in importing countries in- 
creased. Production in exporting countries, however, 
was at record heights in 1952/53 (see table 64), and 
despite some decline in output in 1953/54 their stocks 
of wheat accumulated at an extraordinary rate; they 


in 1953/54. Under the pressure of these mounting 
stocks, free market wheat prices in 1953/54 fell sub- 
stantially below the maximum levels established by the 
International Wheat Agreement in 1953. The decline 
in international trade in wheat in 1953/54 was largely 
due to the rise in grain production in the major im- 
porting countries of both western Europe and Asia. 
Italy, the United Kingdom and Yugoslavia had larger 
wheat crops, and India overcame the serious deficiency 
in cereals which had previously compelled it to im- : 
port both rice and wheat on a large scale. Partially : 
offsetting the increase in Indian output, however, were 
the smaller harvests of both grains in Japan and of 
wheat in Pakistan. An additional factor contributing 

to the decline in wheat trade was the shift in some 
importing countries from inventory accumulation in 
1952/53 to inventory liquidation in 1953/54, under- 
taken partly in expectation of further reductions in 
wheat prices. The Government of the United Kingdom 

had accumulated stocks in 1952/53 before the transfer 

of wheat trade to private channels in 1953/54. 


et ct ec em 


While total] wheat exports fell, several countries, 
notably Argentina, France, Sweden and Turkey, suc- 
ceeded in increasing their sales. The European export- 
ing countries all had substantially better crops in 
1953/54 and were able to replace a part of oversea 
exports to Europe. The rise in Argentine exports rep- 
resented a recovery from the abnormally low levels to 
which they had fallen in the preceding two years, as 
a result of the 1951/52 crop failure and delay in ship- 
ping the increased crop available in 1952/53. The 
greater part of Argentine exports in 1953/54 went to 
Brazil, western Germany and Japan under trade agree- 
ments. With exports of these four countries rising in 
1953/54 while total imports were declining, the result 
was a very sharp fall in exports of three major sup- 
pliers—the United States, Canada and Australia. United 
States exports fell both in 1952/53 and 1953/54, the 
level in the latter year being over 50 per cent below 
the record level of nearly 13 million tons in 1951/52. 
Australia and Canada, after having increased their ex- 
ports in 1952/53, when United States sales were al- 
ready falling, experienced a reduction of over one- 


fourth in 1953/54. 


In the latter half of 1954, wheat prices continued 
lower. Despite very sizable reduction in the 1954/55 
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Table 64. Indices of Production and Volume of Exports of Selected Foodstuffs from 
Major Exporting Countries,’ 1953 and 1954 


(1952 = 100) 
a  . 
Commodity and country Precieney Ezports 
1954 1953 1954 
Wheat: 
mera ME Ee ce SS OME tea 295 3,694 4,462 
a Ss AS Os, iS Aan NE RS ie tie 124 121 91 
: UMBLCION TW eh ote ee ko Wt Pe oe eee 111 87 65 
Mitte (tated: ce... is SA. ed eee Os, 119 66 55 
Rice: 
ig it te io, ohn as ie See aES, ce. 
PCM ALON, Sis ey sock vax vlan cc M8 a6 162 
Thailand bg SELIG EMERG cy pag eo ee a aa 112 95 10 
(STE Mess 1 ee] i el ne aia ne te 115 88 710 
Meat: 
(oa ae ae 109 114 
DE A See a See ae ee 125 
SAE "UN omg 3 Sipe ts lg ial fe eal Se 115 133 115 
oP a ime gn AR al dag aaa eR 97 85 90 
MIMBUATS Mae ror es. Stee. o, lek 97 111 
Sugar: _ 
Australia Selon Seen I cess are teterly te ara 169 302 270 
Cantarslaiwan ook peers one en, 2 ee 119 190 113 
Cuba. FMS heehee tial deialetia pia Asch 68 110 
MM RRL a ee a ae ae EA 99 108 
Coffee: 
razil. Seer ets) Hie e ts <hr ob wa 103 98 69 
Rolombiaaser .5 8-3 6 occ ee 103 132 115 
French DVESECAITICN Pe ctits crs sn. ye 133 719 132 
MeXICO Ta ee et ft ee eee 112 140 131 
ac 
TEU} Lot an, kee ean ile ee pperen ne Aaa 115 182 202 
Trench West Atrica..> >. os eae 121 149 117 
Gold Coast EIN. IR, SRS SS 1 Eee 100 112 101 
PE DGRIA peers tei Sa care ae xs lai Ate tenes 90 91 86 
Tea: 
Ce lon ut ten 2 eri eee. aor 116 107 114 
LISTE ED ks acme a i hem lee Nee aad Laelp eas ea 104 121 109 
Eridonesia ste ee ees Belt oan 125 9] 126 
Pakistanoc pace L Seb cece 105 105 93 


Source: United Nations Bureau of Economic 
Affairs, based on data from publications of the Food 
and Agriculture Organization of the United Nations 
and from national and commodity publications. 

* Production indices relate to crop years ending 
in the years stated at head of column (1951/52= 


harvests in such major exporting countries as Canada 
and the United States, and also in Turkey, the carry- 
over from previous crops still left available supplies 
very much above current requirements. In western 
Europe import requirements increased owing to uneven 
harvests; in some countries the average quality of wheat 
was also low. However, the decline in Asian wheat de- 
mand has continued, and despite substantial price cuts 
in mid-1954, the quantity of wheat exported in the 
second half of 1954 by the major exporters was well 
below that of the corresponding period of 1953. 


Total exports of rice, like those of wheat, declined 
in 1953 and probably fell somewhat further in 1954. 


100) except for meat and tea, for which data are on 
calendar year basis (1952 =100). All export indices 
are on calendar year basis (1952 =100). Indices for 
1954 relating to meat production and to exports of 
all commodities are preliminary, and are often 
based on less than twelve months’ data. 


The 1953 decline was due to higher output in import- 
ing countries. Import demand continued to fall in a 
number of countries in 1954, but the poor harvest of 
1953 in Japan necessitated a considerable increase in 
imports in 1954, especially in the first half of the 
year. In addition, there was a special purchase by India 
for addition to stocks. The generally higher level of 
output in importing countries has been due to favour- 
able weather conditions and to government assistance 
in expansion of rice cultivation. It has permitted the 
abolition of rationing in India, Malaya and Hong Kong 
during the period under review. India, which earlier 
had been a leading importer of rice, was able during 
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1953 to reduce both rice and wheat imports substan- 
tially, and in 1954 it abolished its controls over food 
grains. Burma’s early adjustment of prices to the new 
supply-demand situation facilitated a substantially en- 
larged volume of rice exports during 1954, both to 
Japan and to India. The increased exports to the latter 
country were under an agreement covering the ship- 
ment of 900,000 tons at prices one-fifth below the 1953 
level. Thailand’s exports of rice, however, fell by more 
than one-quarter in 1954. 


Sugar has been a surplus commodity since 1951/52, 
when Cuba had a record crop. In an attempt to main- 
tain export prices, Cuba limited production and with- 
drew about 1.7 million tons into a reserve to be dis- 
posed of over a period of several years. Since sugar 
output was expanding in other parts of the world under 
the stimulus of price guarantees contained in various 
agreements, and the pressure to curtail imports from 
the dollar area, the successive cuts in Cuban produc- 
tion have not solved the problem. Free market prices 
for sugar have continued to fall. Until 1954 the rise 
in world production was accompanied by a higher vol- 
ume of world exports, albeit only at generally lower 
export prices. In 1953 the increase in exports to Europe 
not only raised consumption but also helped to build 
up inventories; this was especially important in the 
United Kingdom, where the agreement to purchase a 
million tons from Cuba at reduced prices facilitated 
the derationing of sugar in September 1953. Since 
stocks were higher, the larger European sugar crop of 
1953/54 led to a significant reduction in import needs. 
With free market sugar prices continuing at a depressed 
level, the signatories to the International Sugar Agree- 
ment decided to effect the maximum cut of 20 per cent 
in basic export tonnage allocations. Cuba’s exports of 
raw sugar fell over one million tons during 1954. Ex- 
ports of sugar from Taiwan, which had increased by 
some 90 per cent from 1952 to 1953, fell sharply in 
1954, but remained above the 1952 level. Philippine 
exports rose, however, owing to its special agreement 
with the United States. 


Exports of meat, unlike those of cereals and sugar, 
continued high in both 1953 and 1954. In 1953 when 
the four major exporters (see table 64) increased the 
quantity of their meat exports by 5 per cent, imports 
of the United Kingdom rose substantially for both con- 
sumption and inventories, In 1954 its imports declined, 
though consumption continued to rise owing to higher 
production and to drawing down of stocks. This de- 
cline was associated with a fall in exports from 
Australia; however, exports of Argentina and Uruguay 
rose as a result of the entry of the Soviet Union into 
their markets for livestock products in 1954. Close to 
one-fifth of Argentina’s meat exports, by value, was 
taken by the Soviet Union in the first half of the year. 


The sharp rise in coffee prices from mid-1953 to 
mid-1954, which occurred despite a slight increase in 


oe 


developments in the export markets of primary pro- 
ducers. One element in this price rise was increased de- 


mand for coffee in Europe, as reflected especially in the 


imports of western Germany. A more important factor, 
however, was the widespread belief that frost in Brazil 
in 1953 would greatly curtail output and exports of 
coffee. Actually, there was only a small decline in 
Brazilian output in 1953/54, and the decrease was 
offset by higher production in Africa and elsewhere. In 
the meantime, however, expectation of shortages and 


of rising prices encouraged heavy buying at the end — 


of 1953 and early in 1954. United States imports 
dropped in the second half of 1954, but exporters 
in some countries delayed reductions in prices. While 
the volume of exports of other countries generally 
increased, exports of Brazil fell by close to 30 per cent. 
In August 1954, Brazil, concerned with the decline in 
its foreign exchange proceeds, modified its regulations 
by granting a more favourable exchange rate on coffee 
exports for dollars.? A noteworthy feature of trade in 
coffee in the past few years has been the shift of United 
States imports from Brazil to other sources of supply; 
whereas United States importers obtained nearly one- 
half of their coffee requirements from Brazil in 1952, 
in 1954 they bought close to two-thirds elsewhere. This 
has been a major element in the balance of payments 
difficulties experienced by Brazil during the period. 
Prices continued weak as the 1954/55 crop began com- 
ing to market; at the beginning of 1955, prices were on 
a level with those of early 1954. It is estimated that the 
1954/55 crop will be virtually as large as in 1953/54, 
with increases in other Latin American countries and 
Africa offsetting a decline of over 5 per cent in Brazilian 
output. 


Tea exporting countries in south-eastern Asia bene- 
fited from a sharp rise in tea prices in 1954. Unlike 
coffee prices, those for tea continued advancing through- 
out the year, and the rise was so large as to lead India 
and Ceylon once more to increase their export duties 
on this commodity. The increases in price from the low 
levels of 1952 stemmed from the failure of output to 
keep pace with rising demand during 1953 and 1954. 
Floods in India in the late summer of 1954 delayed the 
distribution of the new crop. The continued rise in 
consumption in the United Kingdom, which was a major 
element in the higher level of import demand, was 
associated with the derationing of tea. Imports, how- 
ever, also appear to have risen in the other principal 
consuming countries. 


Developments in cocoa were rather similar to those 
in coffee. Increased consumption and low inventories, 
together with a slight decline in output, led to a rise 


- At first, exporters were permitted to exchange 20 per cent 
of their dollar proceeds at the free market rate, which was con- 
siderably higher than the official rate. Subsequently, there was 
a return to the fixed bonus method used in 1953, but the bonus 
was increased. 


production in this period, was one of the most striking 


’ 
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in prices of over 50 per cent between September 1953 
and August 1954. The decline in production was largely 
accounted for by an exceptionally poor crop in the 
Gold Coast—the major exporting country. While 


_ Nigeria also had a smaller crop, production in Brazil 


increased. United States imports dropped as a result 
of higher prices, and in the latter part of 1954 prices 
began to fall from the previous peak. Contributing to 
this decline were the increased crops available in Brazil 
and the introduction of exchange incentives for exports 


Pe 
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of cocoa; in the second half of 1954 the quantum of 
Brazilian cocoa exports rose close to one-third above 
that of the corresponding period of 1953. 


Selected raw materials 


Cotton and wool exports moved in opposite directions 
in 1954; whereas the volume of wool exports fell, cot- 
ton exports rose significantly. The rise in demand for 
cotton was associated mainly with the increased cotton 
textile production in western Europe. The demand for 


Table 65. Indices of Production and Volume of Exports of Selected Raw Materials 
from Major Exporting Countries,* 1953 and 1954 


(1952 = 100) 


5 Production Exports 
Commodity and couniry 
1953 1954 1953 1954 
Wool: 
Dre NRT eects EE cgs'y = ania ohm 97 95 149 92 
TAIN VEALA oaths ed 2 a ee ee ali pe he ers 119 115 104 93 
Minion oF South Africa... ese)... oe ek 108 111 95 101 
PIRES Y laren en ahs ne eee ae 101 108 174 116 

Cotton 
Brag rte cates Coc oa oe 82 73 496 1,101 
VOR) ates on ae nee en Pe a eee ae 123 88 128 107 
Rakistaneey fore oS. ke eae ee LZ 91 115 58 
iiaited: States. 8 5 onc. reer hice Lira ee 100 108 69 102 

Jute: 

Pakistan tts fon keecs ) toe nn ae 108 40 117 106 

Rubber: 

2% OT EET Wa nay big NE: ic ae teal ane, a i 105 114 105 114 
gen ere eS one a ee es 102 97 108 101 
iidonesiabiash 7 see Ss ee. aa ae 92 99 90 93 
Pe OE 8 espa os ie he Heche plas 98 100 100 100 

Oils and oil-seeds: 

Argentina (linseed) 2%)..22 Se ses fica 186 131 334 698 
Nigeria (ground-nuts)...........-.+.+++: 103 104 126 166 
Plippines, (COPra) sc. 55. csucieip.s <n aisiy nie i 91 100 90 117 
Tinsiee BUMCMR ORAL ot Aan cir wa ao ce 6 acts 105 114 67 237 
Copper: 

el ETL STs ES ene so ee ee era 104 109 102 110 
Giiteerer ee ts eee eee sine 2 88 88 83 9] 
Northern tenodesia nota eek one 116 122 105 113 
RINTEO tales cient acetic. wets ietsa ale bie 100 90 63 124 
ine: 

Ste PHIL ONO certs acta got ter ene tee a's 111 93 120 94 
IBGUViguee ee esis Sees Seo sin, Sia * 109 90 109 90 
Fndonesiace reer ee ete rico icas ans 97 102 95 98 
Raa aie e Sa Pes 2 awe rete e 819, 3 99 107 96 110 

phe ee een en ee 151 162 156 170 
ee eee fae 115 127 115 127 
Sa ATADIA se ae ois con are omverecte scar ou 102 115 98 112 
WelievUClacmp tse RI Me ote Si tin siarels 98 105 92 99 


ngs 


Source: United Nations Bureau of Economic 
Affairs. 

® Production indices for wool, pees and oe 
and oil-seeds relate to crop years ending in the 
years stated at head of column (1951/52 =100). All 
other production indices and all export indices 
relate to calendar years (1952=100). Indices for 


1954 are preliminary; export indices for oils and 
oilseeds, copper and crude petroleum are often 
based on less than twelve months’ data. 

> Net exports. 


¢ Production relates to concentrates; exports to 
concentrates and metal. 
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wool, on the other hand, declined not only in the United 
States, where wool consumption fell sharply, but also 
in western Europe. There the decline was due both to 
the failure of woollen textile output to maintain the 
rate of advance of the previous year, and to lower 
investment in private and governmental inventories of 
wool, notably in the United Kingdom. 


The decline in demand for wool in 1954 led to only 
a moderate change in prices because supplies were also 
smaller. Current production was at approximately the 
same level in 1953/54 as in the previous year, but 
exportable supplies had been supplemented in 1952/53 
through the liquidation of substantial inventories built 
up earlier in Latin America, at a time when exporters 
had withdrawn from the market rather than reduce 
prices to competitive levels. Particularly sharp declines 
in exports — of over one-third from the 1953 level — 
occurred in Argentina and Uruguay (see table 65) ; 
some efforts were made to maintain prices in 1954, 
and an increase in inventories resulted. In the sterling 
area countries, where wool is sold at free auction, the 
fall in the volume of wool exports in 1954 was rela- 
tively small. Prices of sterling- area wool, however, 
fell significantly in the second half of 1954. A drop in 
exports to the United States, the United Kingdom and 
Japan in 1953/54 was partly balanced by higher ship- 
ments to eastern Europe and the Soviet Union; the 
latter areas accounted for about 8 per cent of Australia’s 
wool exports in this period. Part of the fall in Austra- 
lian exports in the latter part of 1954 was due to dock 
strikes. 


World cotton consumption appears to have attained 
a post-war peak in 1954, and on balance the rate of 
inventory liquidation declined in importing countries. 
The resulting increase in import requirements, was met 
by a considerable expansion of exports from brazil and 
the United States. Brazil’s exports more than doubled 
in 1954 while those of the United States were nearly 
90 per cent greater than in 1953. The United States 
experienced a very sharp decline in exports in 1953, 
when other exporters, primarily Egypt and Pakistan, 
succeeded in increasing their exports by various meas- 
ures, including price concessions and barter transac- 
tions. Although Brazil’s exports in 1953 rose to nearly 
five times the 1952 level, its unsold stocks of cotton 
were still high compared with earlier years, owing to 
the fact that its cotton had been withdrawn from the 
market in 1952 because of reduced world prices. After 
restricting output in 1953/54, Brazil appears to have 
been able to dispose of a large part of these stocks in 
1954 by reducing the dollar price of its cotton and by 
negotiation of various agreements. The increase in 
United States exports in 1954 was greatly facilitated 
by various government measures, including grants bene- 
fiting, among others, France, western Germany and 
Italy; loans to Japan guaranteed by the Export-Import 
Bank of Washington; and acceptance of payment in 
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local currencies. Despite rising exports, however, stocks 
continued to increase in the United States, since the 
1953/54 crop had been of record proportions, owing 
to a very high yield. On the other hand, the exports of 
Egypt and, particularly, Pakistan, fell considerably in 
1954; output in these countries had been cut hack in 
1953/54 owing either to lower prices or to government 
acreage restrictions. 


The volume of jute exports fell nearly 10 per cent 


. in 1954, but there was a rise in jute prices. The fall in 


demand for jute appeared to be due partly to changes 
in inventory accumulation in importing countries, but 
demand in 1953 had also been inflated by abnormal 
requirements for flood control in western Europe. Im- 
ports of western Europe had risen by about 40 per cent 
in 1953 but they fell by nearly 20 per cent in the first 
nine months of 1954. Another part of the fall in ex- 
ports represented the continuation of the trend in recent 
years of declining deliveries to India. Despite the drop 
in demand in 1954, prices rose because Pakistan had 
imposed rigid curbs on jute production in 1953/54 
as a result of the growing accumulation of stocks as 
well as the need to increase acreage for food crops, of 
which there was a serious deficit. The actual reduction 
in acreage was even greater than planned, owing to the 
favourable ratio of rice prices to jute prices. The out- 
put of jute in 1953/54 fell by over 60 per cent, and 
Pakistan was thus able to dispose of the greater part 
of the jute surplus. 


The export volume and the price of rubber recovered 
in 1954 from the downward trend which had been char- 
acteristic of the three preceding years..Of importance 
in the earlier fall in prices had been the tapering off 
in purchases for the United States strategic stockpile. 
As the price of natural rubber became increasingly 
more favourable, consumption of natural rubber in the 
United States rose in relation to synthetic rubber, the 
price of which remained fixed.* By early 1954, cutbacks 
in world production and increasing consumption had 
resulted in some stabilization of natural rubber prices. 
In other countries, which account for two-thirds of 
natural rubber consumption, the upward trend in use 
continued throughout 1954. Rising prices had a marked 
effect on production. Whereas rubber production de- 
clined about 4 per cent in 1953 and fell further in the 
first half of 1954, in the second half of the year it was 
expanded by one-fifth in relation to the preceding half- 
year. The expansion in rubber exports was concen- 
trated in Indonesia and Thailand; Malayan net exports 
remained virtually stationary. Well over one-half of 
Ceylon’s rubber exports continued to be exported to 
mainland China under the terms of a five-year general 
trade agreement signed late in 1952; prices under this 
agreement have been fixed on an annual basis. 


* This relative shift in consumption in favour of natural rubber 
nena: however, in the latter part of 1954, after its price began 
O rise. 
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Trade in vegetable oils and oil-seeds expanded mate- 
rially in 1954, as a result of generally rising incomes 
and industrial production in Europe and of a tendency 
in some importing countries to replenish inventories at 
attractive prices. A policy of liquidation of surplus 
stocks in exporting countries has provided part of the 


~ increased supplies. United States exports of all vege- 


table oils and oil-seeds were three to four times as great 
in 1954; Argentina doubled its linseed exports, and by 
the end of the year its stocks were for the most part 
liquidated. With respect to several oil producing crops, 
increased supplies for export also became available 
as a result of gains in production. Exports of ground- 
nuts and palm kernels from Africa increased in 1954, 


_ as a result of higher output and improved handling 


facilities. There were also substantial increases in ex- 
ports of copra from the Far East, primarily from the 
Philippines where output recovered from the low level 
to which typhoons and disease had reduced the crop in 
1952/53. 


The volume of international trade in non-ferrous 
metals increased in the first nine months of 1954 as 
compared with the same period of 1953, a reduction 


~ in import demand in the United States being offset by 


higher demand elsewhere, notably in western Europe. 
Average prices of the metals had declined sharply in 
1953 owing to the rise in world output accompanied 
by a fall in west European demand. This decline in 
prices, coupled with a surge in output of western 
Europe’s engineering industries, prompted western 
European countries to raise their purchases consider- 
ably, both for current consumption and for stocks. In- 
creases in the volume of imports of western Europe 
from the first nine months of 1953 to the corresponding 
period of 1954 ranged from about 10 per cent in 
aluminium and tin to about 35 to 40 per cent in copper, 
lead and zinc. These increases outweighed declines in 
United States import volume of 13 per cent in copper, 
18 per cent in tin and as much as 40 per cent in zinc. 


The volume of United States imports of copper from 
Chile fell despite an agreement early in 1954 for the 
transfer of some 100,000 short tons of Chilean copper 
to the United States stockpile. Northern Rhodesia ex- 
perienced an even sharper reduction in earnings from 
exports to the United States at this time. This was, how- 
ever, a fall from an exceptionally high level since its 
exports to the United States had risen close to 150 per 
cent in 1953 when Chilean prices in sales to the United 
States had been above world market levels. However, 
both of these countries, together with all other leading 
exporters, increased their exports to western Europe, 
the major importer of copper. 


Towards the end of 1954 and early in 1955, United 
Kingdom copper prices rose sharply. While western 
Europe’s demand remained high, demand in the United 


States recovered with the upturn in manufacturing. 
Meanwhile, world output of copper was virtually un- 
changed from 1953 to 1954, partly owing to strikes, 
and stocks in exporting countries had been greatly 
reduced. United Kingdom prices in the last quarter of 
1954 rose to a level 17 per cent above that of the cor- 
responding quarter of 1953. In contrast, tin prices fell 
off somewhat towards the end of 1954, after an upward 
movement earlier in the year. 


The demand for petroleum products has been rising 
steadily in relation to industrial production and income. 
Despite the lower level of United States economic activ- 
ity, its consumption of petroleum products increased 
in 1954 by 2 per cent. In western Europe the use of 
petroleum continued to rise at a more rapid pace, and 
in the first half of 1954 consumption was more than 
one-fifth above the 1952 level. The increase in this 
area, which is of greater relevance to the export earn- 
ings of oversea suppliers, primarily those in the Middle 
Kast, resulted from increased industrial activity, con- 
tinuing substitution of petroleum for other forms of 
energy and steadily growing gasoline consumption. 
With the expanding capacity of domestic refineries in 
western Europe, there have been further increases in 
imports of crude oil. Apart from the effects of an up- 
ward revision of prices in mid-1953, exporters in the 
Middle East had benefited from an increase of 17 per 
cent in their shipments of crude petroleum in 1953, 
and further sizable gains were recorded in 1954. The 
rapid rise in 1953 had been largely the result of in- 
creased exports from Iraq, facilitated by newly com- 
pleted pipelines. Kuwait, which in 1952 had substan- 
tially increased its shipments to help make good the 
reduction in exports of Iran, further increased its ex- 
ports in 1953, by 15 per cent, and again in 1954,* by 
about 10 per cent. In Saudi Arabia, where exports had 
remained unchanged in 1953, they rose about one- 
seventh in 1954.* At the end of the year, exports of 
refined products from Iran were being resumed as a 
result of an agreement between Iran and an interna- 
tional consortium of producers. 


The other major producing area, Latin America, has 
felt the influence of the declining rate of increase in 
United States consumption of petroleum products which 
has characterized the past few years. Its output of crude 
petroleum in 1954 was only about 5 per cent above the 
1952 level. Venezuela’s export earnings, however, rose 
by close to one-sixth in 1954, owing to higher ship- 
ments of petroleum products and to the effect upon 
1954 earnings of the increase in prices in mid-1953. 
Export receipts of the Netherlands Antilles also re- 
sumed their upward trend in 1954, following the first 
post-war decline in earnings in 1953. 


4 Based on data for eleven months, at an annual rate. 


Imports 


The quantum of imports of primary producers re- 
covered sharply in the second half of 1953, and con- 
tinued to rise in 1954, after having fallen considerably 
in 1952/53 (see chart 7). In the first nine months of 
1954 the quantum was about 5 per cent above the level 
of the same period of 1953, and there appears to have 
been a further increase in the last quarter of the year. 
The rise in imports was made possible principally by an 


increase in exports of primary producing countries; 


though export proceeds were only little higher than in 
1953, the increase in purchasing power in relation to 
imports was enhanced by the decline in import unit 
values. Since the terms of trade of primary producing 
countries changed relatively little from 1953 to 1954, 
the increase in the real value of export proceeds in 
terms of imports was of the same order as the rise in 
quantum of exports. Contributing to higher imports 
in some countries was a larger inflow of capital, par- 
ticularly in the form of increased short-term accommo- 
dations, and more liberal medium-term credit facili- 
ties granted by industrial countries for financing instal- 
lations of capital goods. 


Chart 7. Indices of Current Value, Quantum and 
Unit Value* of Imports of Primary Producing 
Countries, 1950 to 1954 

(1952=100) 


I TI I Il I II I I I 3rd Qtr 
1950 1951 1952 1953 1954 
Current value 
-<------ Quantum 
acwrassdsedbes Unit value 


Source: United Nations Bureau of Economic Affairs. 
* Calculated in United States dollars. 


The decline in import unit values of primary pro- 
ducing countries, which had begun in mid-1952, con- 
tinued through 1953 and 1954 but the rate was very 
much reduced in the latter year. During the first nine 
months of 1954 the level of import unit values was on 
the average about 3 per cent lower than in the corre- 
sponding period of 1953, but the decline had already 
taken place by the end of 1953. In general, the lower 
unit values reflected moderate declines in prices of in- 
dustrial commodities coupled with a greater drop in 
grain prices. 


Although the rise in quantum of imports in 1954 
was very widely shared, there were striking differences, 
not only in magnitude but also in timing of the upturn; 


whereas the increase was still gathering momentum - 


in the second half of 1954 in many countries, in others 
imports were already seriously curtailed. These dif- 
ferences were only partly correlated with current devel- 
opments in export earnings; to a considerable extent 


~ they reflected varying time lags in the adjustment of 


imports to export earnings. These depended both on the 
commodity composition of imports and on the import 
policies of individual countries. In general, changes in 
imports of essential foods depended more on domestic 
supplies than on the course of export earnings. Changes 
in imports of industrial consumer goods were signifi- 
cantly affected by import controls in many countries; 
the alternate tightening and relaxation of such controls 
frequently produced a delayed, but considerably mag- 
nified, response of consumer goods imports to export 
earnings. Imports of capital goods, however, could be 
adjusted less rapidly to changes in export earnings, 
owing to the relatively long planning and production 
periods that are generally required for investment 
projects. 


Canadian imports followed a pattern different from 
that of the primary producing countries as a group. 
Its imports had risen almost continuously until late in 
1953, as a result of the rapid rate of growth of its 
economy and the high rate of United States direct 
investment in Canada. In 1953/54, however, when im- 
ports of other primary producers were rising, its im- 
ports declined in quantum owing to a recession in in- 
come and production. With the upturn at the end of 
1954, imports began to rise once again. The rise in the 
quantum of imports of primary producers, excluding 
Canada, in the first three quarters of 1954 compared 
with the same period of 1953, was about 8 per cent. 
The increase appears to have been maintained in the 
fourth quarter, despite the sharp downturn which oc- 
curred in a number of major importing countries. 


A large part of the rise in imports of oversea sterling 
area countries in 1954 was accounted for by Australia. 
That country had liberalized import quotas early in 
1953, primarily to replenish stocks of consumer goods 
and materials required in the construction and manu- 
facturing industries. It further relaxed its import re- 
strictions in the second half of 1953 and early in 1954, 
concurrent with a rise in real income and a sizable 
expansion in consumer expenditure and fixed invest- 
ment. By the second half of 1954, however, Australia 
was again confronted by a sharp contraction in foreign 
exchange reserves owing to the rapidity of its import 
expansion and a fall in its export receipts; in the third 
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quarter of 1954 tighter import quotas were reimposed, 
which began to affect imports in the last quarter of the 


_ year, and further restrictions were added early in 1955. 


For the year as a whole, Australian imports were up 
29 per cent in dollar value. 


Imports rose more moderately in the rest of the over- 
sea sterling area. The increase reflected the rise in ex- 
ports of the area and the relaxation of import restric- 
tions in several of the independent countries. The Union 
of South Africa relaxed import quotas in the latter part 
of 1953 and early in 1954, and New Zealand liberalized 
its controls in the first half of 1954, India’s imports had 
declined in the first half of 1954, owing to reduced im- 
ports of food grains and cotton, made possible by larger 
domestic supplies. A special purchase of rice for inven- 
tories in the fourth quarter of 1954, under an agreement 
with Burma, raised the volume of Indian imports for the 
year as a whole above the level for 1953. The reduced 
need for wheat imports from dollar area countries led 
to a relaxation of restrictions on dollar imports in 1954 
and again early in 1955. Significant exceptions to the 
rise in imports of the oversea sterling area countries 
were the declines in Ceylon and Pakistan, largely as a 
result of lower food imports. In the second half of 1954 
and early in 1955, Pakistan announced some relaxation 
of controls on imports of industrial consumer goods, and 
imports began to rise. Imports in the sterling area de- 
pendencies generally continued to rise, except in Hong 
Kong, where there were declines both in imports of food 
for home consumption and in entrepét trade with main- 
land China and Indonesia. 


The quantum of Latin American imports increased 
more than 10 per cent in the first three quarters of 1954, 
compared with the corresponding period of 1953. By 
mid-1954, however, many of the countries attempted to 
curb imports by restricting credit or by tightening im- 
port and exchange controls. Although imports rose 
somewhat more in the non-dollar than in the dollar 
countries as a group, individual countries showed con- 
siderable diversity in import policies and in the pattern 
of imports. Among the non-dollar countries, Peru had 
already reduced imports in the first half of 1954, fol- 
lowing depreciation of the exchange rate and a marked 
decline in foreign exchange reserves. Restriction of 
credit to the private sector in the first half of 1954 
was supplemented by a reduction in public expenditure 
for development projects; in addition a drop in United 
States direct investment curtailed imports of capital 
goods. In the second half of 1954, the decline in ex- 
change reserves appeared to have been checked. 


Argentine imports rose in 1953/54 concurrent with 
the recovery in export earnings and the relaxation of 
some of the restrictive policies relating to credit and 
public expenditure which had been adopted in the pre- 
vious year. In the second half of 1954, however, efforts 
were again made to reduce imports as export earnings 
fell, reflecting both lower prices and the fact that earn- 
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ings had earlier been augmented by the liquidation of 
exportable surpluses. The improvement in export earn- 
ings in Brazil permitted a rapid expansion in imports in 
1953/54 from earlier low levels. However, the alloca- 
tion of exchange through sales at auction in amounts 
which proved to be excessive in relation to actual export 
earnings led, in 1954, to a fall in foreign exchange re- 
serves, and Brazil then sought new foreign credits. 
After mid-1954 foreign exchange offered for auction 
was sharply reduced, and credit restrictions were 
tightened. 


The expansion in imports of the dollar countries in 
1954 reflected a substantial increase in Colombia and 
more moderate increases in Venezuela and the Central 
American countries. Colombia cut its imports early in 
1955, however, as a result of a drop in export receipts, 
partly by means of outright prohibition of certain im- 
ports and partly by higher import duties. In contrast to 
these countries, Cuba and Mexico had lower imports in 
1954. Mexico, following a deterioration in its foreign 
exchange reserves early in 1954, devalued the peso. The 
substantial decline in Mexican imports in the second 
half of the year resulted not only from devaluation but 
also from an improved harvest. 


The dependencies of continental OEEC countries 
increased their imports in 1954 as their export earnings 
rose and their imports of capital were maintained. The 
changes in imports of the other primary producing 
countries were quite heterogeneous. In the Far East, 
Taiwan and the Philippines increased their imports, the 
latter as a result of the rise in exports. Indonesia, how- 
ever, had a lower volume of imports, as a result both of 
lower import requirements for food, and of a curtail- 
ment of textile exports by Japan to Indonesia. In the 
Middle East, Egypt’s imports were reduced in 1954, but 
they began to move sharply upwards in the second half 
of the year. As a result of the improvement in its foreign 
exchange position and a further release of blocked ster- 
ling, Egypt lifted all special restrictions on its imports 
from the sterling area in July 1954. In Finland, the 
recovery of output, largely in response to increased 
external demand for wood and wood products (espe- 
cially pulp), contributed in 1954 to a considerable ex- 
pansion in incomes and in imports. 


COMMODITY COMPOSITION OF IMPORTS 


The expansion in the imports of primary producing 
countries in 1954 was accompanied by some shifts in 
the relative importance of various commodities. There 
was a sharp decline in grain imports, offset only in part 
by higher imports of other foodstuffs. The rise in im- 
ports was, therefore, concentrated in non-food items. 
There was a moderate increase in imports of capital 
equipment, especially in categories of goods required 
for public investment projects. The share of industrial 
consumer goods in non-food imports rose somewhat in 


the first half of 1954 and then declined in the second 


half. This probably reflects the fact that import and 
exchange controls are used in many primary producing 
countries to ensure maximum availability of foreign 
exchange resources for imports of raw materials and 
capital equipment. Thus, import fluctuations become 
concentrated in consumer items, for which heavy pent- 
up demand tends to result from the enforcement of 
restrictions and to be dissipated subsequently as restric- 
tions are relaxed. In the present instance, the easing of 
import restrictions by many primary producing coun- 


tries during 1953 led to a rebuilding of inventories of 


industrial consumer goods in the latter months of that 
year and during the first half of 1954. By the second 
half of 1954, demand for these goods had slackened, but 
in some cases the reappearance of balance of payments 
difficulties necessitated a renewed tightening of import 
controls. However, restrictions on imports of consumer 
goods do not appear to have been relaxed in 1953 in 
Latin America to the same degree as in other primary 
producing countries, so that imports of capital goods 
probably rose more than imports of consumer goods 
from 1953 to 1954. In several other countries, more- 
over, restrictions were not relaxed until about the mid- 
dle of 1954, and their effect on imports became visible 
only towards the end of the year. 


The fall in grain imports was largely due to favour- 
able harvests in 1953/54 in several importing countries, 
notably India and Indonesia, and to the recovery of 
production in certain other countries, for example Paki- 
stan and Yugoslavia, which had resorted to food im- 
ports because of poor crops in earlier periods. Only 
in Spain did a poor harvest in 1953 necessitate higher 
imports of grain in the first nine months of 1954, as 
shown in table 66. While wheat imports by India vir- 
tually ceased in 1954, there was a large increase in rice 

_imports (see table 67), particularly in the second half 
of the year, following an agreement with Burma for 
bulk purchases for inventory at reduced prices. In Egypt 
and Pakistan the decline in imports was in part made 
possible by a shift in acreage from the production of 
textile fibres, prices of which had dropped considerably, 
to grain. 


The increase in imports of textiles by primary pro- 
ducing countries from the first half of 1953 to the first 
half of 1954 was much greater than the rise in total im- 
ports. Canadian imports dropped on account of the re- 
cession in that country, and Latin American imports rose 
little since restrictions on textile imports were not re- 
laxed appreciably. In other primary producing coun- 


Table 66. Imports of Wheat and Wheat Flour by Primary Producing Countries, 
1951 to 1954 


(Thousands of metric tons) 


Area and country Fares F ait eae Fuloear Ni Sipe Ni oreo 
ALL PRIMARY PRODUCING COUNTRIES 10,440 10,062 10,063 8,183 5,019 
crane as American countries: , 
LAZU Metis ae ce tne 1,304 1,239 1,315 1,047 731 
Cuba CORRE alec. bi cere ee 215 213 192 151 143 
Mexico sere te fre cee case 382 474. 244 188 71 
Peruy eae es ee ee 204 DY: 264. 189 157 
Venezuela vate. is beeen UGC 169 190 133 153 
Selected oversea sterling area countries: 
British West Indies............ 191 230 182 138 158 
Ceylon nis shee oes ene 311 276 368 291 196 
Hong Kong... Sicciew pa» Mosel 99 66 50 37 46 
Anidiae eee PO eh SEG: Rao 252511 1,578 Tore 137 
Malaya and Singapore.......... 226 192 199 143 147 
New Lealarid <i cee case eee ey 241 200 159 155 
Pakistan Ee inh Cate dis Bese -- 191 Iiny 854. 37 
Union of South Africa.......... 154 215 250 250 117 
Other countries: 
BYP Dscncwna ct aeiiecvosrto cue eer 872 
Binlarraeee cee 2 ae wkice ee ce eae 38 wi yu ae * 
French Africa A Ma eee 219 208 21 17 . 
PA OUERIS. .o e e  ece 188 198 180 131 112 
Korea, sowthern,..i...0.... 0. 34 89 166 164 103 
Lebanon and Syria............. 225 142 105 104 21 
RUppIMes es 0, wes thc ns cantia 246 252 247 184 188 
oe athe erecta WA oss 164 78 378 273 441 
LE ELCW aT Sa feeb gece Nas of Qe 107 399 551 Sol 509 


a EE eee 


Source: United Nations Food and Agriculture 
Organization, Monthly Bulletin of Agricultural Eco- 
nomics and Statistics (Rome). Data from export 


statistics of four major wheat ex : i 
: porters: Argentina, 
Australia, Canada and the United States. r 
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‘Table 67. Imports of Rice by Primary Producing Countries, 1951 to 1954 


(Thousands of metric tons) 
-_——eeeeeeSeSeSSSSSSSSSSSSSSmSsshsesesesesessssSsSsSsS— 


19, 

Country Filloear Falloear eh ete N Regia N We menthe 
5 a Pe sd ct Tae Sci ON me ee aber lacanlae 
All primary producers. . . 3,666 3,356 2,699 2,181 

Ree ate oem 5 A : 1,583 

ieee ee ee "413 358 410 311 197 
ee BRON pitece, oats Se cr tin yale ¥ 209 208 304 281 87 
7 br by pc cma aca Se Wey 1 ate 783 704 221 209 343 
GUONCSI AAT IN Saree OS EE. 500 630 330 266 216 
Shia cate ee DS ee ne eee 116 158 250 22K 41 

~ Malaya and Singapore............. oll 529 538 452 194, 
MRE Mv a, ton eae 2 cose vs 2 lll 63 — — *f 


Source: United Nations Food and Agriculture Organization, Monthly Bulletin of Agricultural Economics and 


Statistics (Rome). 


tries as a whole, however, the value of imports of textiles 
rose 15 per cent or more in the first half of 1954. The re- 
laxation of import restrictions by Australia and New 
Zealand accounted for most of the increase in imports of 
textiles from western Europe. Elsewhere, the additional 
textile imports were mainly from India and Japan, 
which shipped substantially larger quantities of cotton 
textiles not only to Australia but to other oversea ster- 
ling area countries. This development was made pos- 
sible in the case of Japan by the lifting of restrictions 
on Japanese imports. Australia, Indonesia and Pakistan 


Table 68. Exports of Cotton Piece-Goods from Major 
Exporting Countries to Primary Producing 
Countries, 1953 and 1954 


(Thousands of metric tons) 


1953 1953 1954 

Area Fallyear First half First half 
Independent sterling area...... 72.0 31.0 51.4 
IAVISTERIIAUE tie ee: ia 5.6 13:5 
akiGtarisere St) syec 6.1 Sevier bs 0.6 0.3 7.9 
Union of South Africa...... 18.3 9.3 11.0 
United Kingdom dependencies.. 76.3 36.8 40.3 
(aT lel tay: Cie os ie nena eae lal oro Sel 
Lio Oe 12.9 6.8 4.5 
Reon dn auton in #2, 16.6 8.1 7.6 
atin America - ie... «505602 > «0% 19.5 10.0 10.3 
French dependencies.......... 39.1 19.0 vel 
PCO eSIn eMart ie hee oes ae eee 43.5 15.8 24.4, 
Other countries>............. ee 38.2 45.7 
ToraL 327.7 150.8 189.2 


a a EEE EEE EEE 

Source: United Nations Bureau of Economic Affairs, based on 
national trade statistics of the following exporting countries: 
France, western Germany, India, Italy, Japan, Netherlands, 
United Kingdom and United States. 

« Excluding land trade with India. 

b Excluding Canada. 


together took 60 per cent of the entire increase in Cot- 
ton textile shipments by the eight major exporting 
countries® from the first half of 1953 to the first half 
of 1954, though these three countries had accounted 
for little more than 11 per cent of the total of such 


5 France, western Germany, India, Italy, Netherlands, Japan, 


the United Kingdom and the United States. 


exports in the earlier period (see table 68). At the 
same time, trade in rayon and synthetic fabrics con- 
tinued the strong upward trend notable since the end 
of the Second World War, and there were appreciable 
increases in imports of these goods in southern and 
south-eastern Asia, in particular, as well as in the 
African dependencies. 


Among imports of other consumer goods, particu- 
larly large increases in shipments of passenger vehicles 
were recorded by Australia and New Zealand from 
the United Kingdom, by the French oversea territories 
from France and by a large number of countries from 
western Germany. Here, again, there was a sharp drop 
in Canadian imports, while the imports of Latin 
America from its principal supplier, the United States, 
rose only slightly in the first half of 1954. 


Large increases by most areas in imports of chemicals 
seem to be in part associated with consumer require- 
ments. For example, there were large gains in imports of 
dyeing and tanning materials, pharmaceutical goods 
and detergents and chemicals required for the pro- 
duction of artificial fibres. Much higher imports of these 
goods were recorded by Latin American countries as 
well as in other areas. However, there were also im- 
portant increases in imports of basic chemical com- 
pounds with extensive industrial and consumer uses. 


Preliminary data for the second half of 1954 suggest 
a considerable slowing down in imports of industrial 
consumer goods by primary producing countries. There 
appears, in fact, to have been a significant decline in 
imports of textiles from western European countries, 
though imports from Japan continued to rise.* Apart 
from the substitution of Japanese for western European 
goods in the sterling area, these developments were 
probably due to the completion of the process of in- 
ventory replenishment in the countries whose imports 
had previously been subject to restrictions. In addition, 
Japan curtailed its exports of textiles to Indonesia as a 
result of an accumulation of commercial debt by that 


®A slight decline in deliveries of cotton piece-goods from 
Japan appears to have been more than offset by higher shipments 
of rayon fabrics. 
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country, and to Pakistan, as a result of difficulties in the 
operation of the trade agreement. 


There was a moderate increase in imports of capital 
goods by primary producing countries in 1954 fol- 
lowing the general decrease in 1953. This drop in 1953 
largely reflected an earlier fall in export earnings when 
the raw material boom of 1950/51 had subsided. Not 
merely had expectations been adversely affected by this 
development, but declines in foreign exchange reserves 
had in some countries necessitated restrictions on im- 
ports of capital goods as well as consumer goods. The 
gradual recovery in the real value of export earnings in 
terms of purchasing power over imports during 1953 
and 1954 and, in some cases, the release of foreign ex- 
change resources resulting from reductions in food im- 
port requirements, made it possible for imports of capi- 
tal goods to rise once more in 1954, in part to compen- 
sate for previous delays in reaching investment targets. 

’ Additional factors in the 1954 expansion were probably 
the receipt of medium-term credits to finance capital 
goods imports by anumber of countries and a shortening 
of the lag between orders and deliveries in certain of the 
supplying countries, particularly western Germany and 
the United States. 


The largest increase in imports of capital goods was 
recorded by Australia, but there were also substan- 
tial gains in Argentina, Brazil and Indonesia, following 
the cuts imposed in 1953. In the latter three countries, as 
well as in India, the expansion derived to an important 
extent from the further development of power facilities, 
necessitating higher imports of generating equipment. A 
number of Latin American countries also had consider- 
ably higher imports of railway and other transport 
equipment. Other countries, including Pakistan, the 
Union of South Africa and the sterling area depend- 
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encies, likewise imported larger quantities of transport 
equipment. These advances in imports of power and 
transport equipment were probably linked in many 


cases with the furtherance of public investment pro- 


grammes. 


On the whole, imports of other types of industrial 
and agricultural equipment appear to have increased 
less than power and transport equipment. An exception 
to this is to be found in a very large expansion in im- 
ports of iron and steel products by Argentina and Brazil 


‘from Japan under barter agreements. A number of 


other countries also increased their imports of iron 
and steel products from western Europe. In the Union 
of South Africa, moreover, imports of agricultural 
equipment were higher, and the increases in the capital 
goods imports of Australia and Pakistan covered a wide 
range of goods. There were also some significant in- 
creases in imports of industrial machinery by Middle 
East countries, including shipments from western Ger- 
many to Israel under the reparations agreement between 
these two countries. 


In some primary producing countries imports of 
capital goods did not increase in 1954. The completion 
of various investment projects in a number of French 
dependencies in 1953 had led to a reduction in capital 
goods imports in that year, and these were stabilized 
at the lower level in 1954. In a few Latin American 
countries, notably Chile and Peru, declines in export 
earnings and anti-inflationary domestic policies slowed 
down development programmes, and several United 
States investment projects were completed; imports of 
capital equipment consequently dropped considerably. 
Finally, Canadian imports of capital equipment, as of 
other goods, declined in 1954 owing to the recession in 
that country. 


Balance of Payments 


The trade of primary producing countries in 1954 left 
the group as a whole with an import balance of approxi- 
mately $1.1 billion, $500 million larger than in 1953 
(see table 69). A large part of the passive balance in 
1954 was accounted for by the third quarter when im- 
ports exceeded exports by $700 million; a substantial 
increase in exports in the fourth quarter reduced the 
passive balance in the period October to December to 
only $100 million. Most of the deterioration in the 
aggregate trade balance of primary producing countries 
from 1953 to 1954 was accounted for by Latin American 
non-dollar countries and a number of independent coun- 
tries in the oversea sterling area. These countries had 
relaxed import restrictions in the latter part of 1953 and 
in 1954 after a period, beginning in 1952, when balance 
of payments difficulties had forced them to restrict im- 
ports severely. At the same time the balances of a num- 
ber of countries, notably of Canada, of a few Middle 


Fast and Far East non-sterling countries and of the Afri- 
can dependencies of the United Kingdom became less 
passive or more active. Canada’s import balance in 1954 
was reduced in the face of falling exports as a result 
of a slackening in demand for imports associated with 
the recession in that country in the first half of the year. 

In the oversea sterling area, Australia alone experi- 
enced, between 1953 and 1954, a $700 million deteriora- 
tion in its balance, owing to a 30 per cent increase in 
imports while exports declined. The balances of Burma, 
New Zealand and Pakistan also deteriorated, though to 
a smaller extent. 


In Latin America, Brazil’s active balance in 1953 was 
turned into a passive one in 1954 as imports increased 
considerably more than exports; the pattern of change 
in Uruguay was similar to that in Brazil; Chile also 
reduced its export balance in 1954. Peru and Argen- 
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Table 69. Selected Items* in the Balance of Payments of Primary Producing Countries, 
1952 to 1954 


(Billions of United States dollars) 
—————eeeeeeSeSSSSSSSSSSSSSSSSSSSSmSSsSsFsesesese 


Item Ponce Full sear Finst half Secona half b 
Rispemis cote ery cae oes Sin ee eng miohans ak arta 29.7 29.7 14 
PrBeraris KGa ern kt ne cee ere Che «one oe ee he 33.2 30.3 1592 160 
3 BaLancE —3.5 —0.6 —0.3 —0.8 
rivate service Cnteeetsnay. career. cee ink weer 24 —2. _ — 
* To the Gates RAL GSC eP Ne Pee ee EL WS ee fede eS ae ay ou: 
To the United Kingdoin », -2..2ac2. os sesee ses, s. =l1we 10) 50.5 4 08 
Government service ents anduerantsic, wee aecect 2.0 
From the United ae BR ck e sae ae eee 1.4 ve = me 
From the hinted MinSdorte.. . .4.s cack so ssices cue 0.5 0.4 0.2 0.2 
LCT gehen ERR ace ges Oe Sn ie Sera a7, 1.4 2 et 
rom the United States, private, long-term......... 0.9 0.6 0.6 03 
From the United States, private, short-term......... 0.1 —0.2 0.1 0.3 
From the United States ati 7a Bit socks Mie ee Rien 0.3 0.4 — 0.1 
From the United Kingdom, total.................. 0.3 0.4 0.4 0.3 
From the International Bank for Reconstruction and 
PerelOpIneNt ee ices 5 8 anes Oo ct homn nes 0.2 0.2 0.1 0.1 
nore in reserves (increase —).............e00eee. 0.6 —1.2 —0.4 —0.1 
POUT PRE GBS egg hI ces tee ny ae 0.1 —0.1 0.1 — 
Einited Statesuollar assetsc..- 2. os < chen aw becrune —0.3 —0.1 —0.2 —0.2 
PIUCPHAS GONG alc eae Goatees eras os big fe 0.9 —1.0 —0.3 0.1 


Source: United Nations Bureau of Economic 

airs. 

* Major items not taken into account were trans- 
actions on service account (other than transporta- 
tion included in c.i.f. imports) and capital account 
with continental western Europe; the net flow of 


tina, however, improved their balances to some extent. 
There was also some decline from 1953 to 1954 in the 
export balance of Latin American dollar countries. 
Until mid-1954 rising exports had more than offset the 
increase in their imports and their active balance had 
been at a higher level than in 1953. In the second half of 
the year, however, exports declined while imports con- 
tinued to rise, with the result that the total export bal- 
ance was sharply reduced. Changes in the balances of 
Colombia and Venezuela in the latter part of 1954 
largely accounted for this deterioration in the aggregate. 


CAPITAL FLOW TO PRIMARY PRODUCING COUNTRIES 


The flow of United States capital to primary produc- 
ing countries rose from somewhat more than $800 mil- 
lion in 1953 to $1.3 billion in 1954. Private capital 
increased more than the total—from $450 million to 
$1.2 billion—but this increase was entirely accounted 
for by short-term funds and portfolio investments, 
largely medium-term credits of one year or more. Pri- 
vate direct investment was somewhat lower in 1954 than 


in 1953 (see table 70). 


The decline in private direct investment occurred in 
the second half of the year; in the first half the flow of 
such capital was at a substantially higher rate than in 
1953. In that year net foreign investment of the United 
States had been reduced by repayment to parent com- 
panies of advances made earlier to subsidiaries in coun- 


long-term capital from primary producing countries 
(chiefly important in the case of Canada); gold 
production in primary producing countries; and 
earnings on transportation account by primary 
producing countries. 

> Preliminary. 


tries with balance of payments difficulties. In the first 
half of 1954 there was a general cessation in this return 
flow of capital to the United States, especially from 
manufacturing industries in Brazil and elsewhere in 
Latin America, and from Australia. There was also in- 
creased investment in the first half of 1954 in the petro- 
leum industry in Canada, Latin America and the Middle 
East and some increase in United States investment in 
manufacturing in Canada despite a recession in that 
country. On the other hand, United States investment in 
mining in Canada, Chile, Peru and Venezuela declined 
as projects in these countries neared completion. 


Total United States portfolio investments rose sharply 
in the first half of 1954, chiefly as a result of increased 
borrowing by Canadians who sought to benefit from 
lower United States interest rates. During the second 
half of the year the movement was reversed as credit 
became cheaper in Canada, but on the other hand in- 
creased medium-term credits were granted by United 
States banks to Latin American countries, notably 


Brazil." 


Renewed balance of payments difficulties, especially 
in Brazil, are reflected in the very substantial increase 
in the outflow of short-term funds. In 1953 Brazil had 
repaid short-term credits and commercial arrears with 

7J%n addition, a large part of the rise in portfolio investment 


(table 70) resulted from cotton loans granted by commercial 
banks to Japan, under guarantee of the Export-Import Bank. 
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Table 70. Capital Flow from the United States to Primary Producing Countries, 
1952 to 1954 


(Millions of United States dollars) : 
Sn eS a 


Item and period Canada 
TOTAL: 
LOD 25 yaeelette ouohess 431 
LOSS ae wks 412 
1954 First half. . 379 


1954 Second half 65) = 


Private capital: 
Direct investment: 


1952 eae Fe a: Aaa, “ane, ae 480 
LOSE Wa yee RL it set AN, 413 
GS Amechins talialeerercee.teeesre aera 242 
1954 Second half.......... Re 170 
Other private long-term capital: 
OS Oe eRe in a wy ad Sere ee —30 
OSS ae este an he 8 
LOS4eebirst halftreree.cae ase 130 
1954 Second half............. —127 
Short-term capital: 
LOS DRS eA aa Sern Be Gere kn —25 
LOSS ete et arate creer eh are ae nee —13 
OSA Met ratanal teri rerreere ta 14 
1954 Second half............. 18 
Government loans: 
15 Deiter A cent Me en eer ee 6 
IS 5 ease cies Meme ee ce iG 4 
195400 Hirst half<= see. cies —7 
1954.e/Second half. ite vn ah anes 4, 


Source: United States Department of Commerce, 
Survey of Current Business (Washington, D.C.), 
March 1955 and Balance of Payments of the United 


the aid of a $300 million Export-Import Bank loan, 
which had given rise to a net inflow into the United 
States of over $200 million of short-term funds. The 
position was reversed in 1954, as short-term credits were 
again granted to finance exports. 


There appears to have been a marked increase in 
net capital outflow from the United Kingdom in 1954, 
the investment and borrowing account of its balance of 
payments showing a rise in the net outflow to primary 
producing countries from the equivalent of a little over 
$400 million in 1953 to $700 million in 1954.8 As in 
the past, the greater part of United Kingdom capital 
went to the oversea sterling area, which received nearly 
$750 miilion in 1954, $350 million more than in 1953. 
This increased outflow of capital may reflect to some 
extent the Government’s policy of encouraging invest- 
ment in the sterling area. However, it may also have 
been associated with lags in payments for sharply rising 
exports to countries like Australia. There was a sub- 
stantial increase in the inflow of private United King- 
dom capital into that country and into the Union of 
South Africa in 1954, and a number of colonial and 


*It should be noted that the capital account of the United 
Kingdom balance of payments includes an unknown element of 
errors and omissions. 


Oversea 
Latin sterling Other Total 
America area countries® 


483 179 137 1,230 
183 66 168 829 
138 29 125 671 
365 v7 149 656 
Ze 85 97 939 
93 64 104 674 
79 22 63 406 
=o 27 56 244 
—34 — a —75 
—33 —42 35 ae 
= 15 59 170 
94. —T 39 = 
175 —34 —57 59 
—222 2 42 —49t 
49 ic —8 62 
259 32 22 331 
65 128 108 307 
345 42 —13 378 
10 15 15 33 
21 25 32 82 


States, 1919-53 (Washington, D.C.). 
* Including Japan. 


Commonwealth loans floated in the London market late 
in 1953, as well as a United Kingdom Government loan 
of £10 million to Pakistan, were disbursed in 1954. 
Although firm figures are not available, qualitative evi- 
dence suggests that private investment in British de- 
pendencies was also substantial in 1954. 


While the net capital flow from the United Kingdom 
to most primary producing areas rose from 1953 to 
1954,° in the case of Latin American non-dollar coun- 
tries there was an increased flow of capital to the 
United Kingdom in 1954. A large part of this flow was 
accounted for by short-term capital, primarily repre- 
senting Brazil’s repayment of commercial debts to the 


United Kingdom. 


The total flow of capital from sources other than the 
United Kingdom and the United States cannot be ascer- 
tained with any degree of certainty. Metropolitan 
France continued to finance the development pro- 
gramme of its dependencies; together with other trans- 
fers the amounts involved must have been at least equal 


*In addition to the capital outflow from the United Kingdom 
shown in table 69, there was an increased flow of United King- 
dom capital to Canada, which amounted to £49 million in 1954. 
This was the result of an easing of restrictions on United King- 
dom investments in non-sterling countries. 


SL 
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to the passive balance of the French dependent overseas 
territories, amounting to some $300 million in the first 
half of 1954, about the same as the half-yearly aver- 
age in 1953. 


Banks in a number of western European countries 
and Japan gave medium-term credits to primary pro- 
ducing countries on an increasing scale in 1954, and 
a number of governments made agreements providing 
for medium-term credits to finance trade in capital 
goods. These included Japanese agreements with 
Argentina and Iran involving credits of $50 million 
and $16.5 million, respectively, a German credit of 
$60 million and a French credit of about $14 million 
to Iran, and French and Netherlands credits to Indo- 
nesia of $34.3 and $6.6 million respectively. 


Repayment of commercial debts to continental west- 
ern Europe gave rise in 1954 to an outflow of short-term 
funds from primary producing countries. Western Ger- 
many alone reduced its credit position on clearing ac- 
count with primary producing countries in the first 
nine months of the year by about $60 million. 


CHANGES IN GOLD RESERVES AND FOREIGN EXCHANGE 
ASSETS 


The increase from 1953 to 1954 in the passive bal- 
ance was reflected in smaller additions to gold and for- 
eign exchange reserves of primary producing coun- 
tries. In the first half of 1953 the previous year’s loss 
of reserves of some $600 million had been made good 
and a further $400 million had been added. Accumula- 
tion was at a reduced rate in the third and fourth 
quarters of the year. In the first half of 1954 reserves 
increased by only $400 million (see table 71) and in 
the second half less than $100 million was added. 


A large part of the $400 million increase in interna- 
tional reserves of primary producing countries in the 
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first half of 1954 was in the form of sterling balances 
and occurred in the oversea sterling area. During that 
period dollar holdings increased more moderately in 
the aggregate, reflecting chiefly an increase in Latin 
American dollar countries, especially in Colombia. 
Gold reserves declined on balance, owing to a sharp 
fall in the holdings of a few countries, mainly Mexico 
and Indonesia. The $100 million rise in reserves in the 
second half of the year was accounted for by a $250 
million rise in Canada, chiefly in the form of dollar 
holdings, which was partly offset by a net loss in the 
reserves of the rest of the primary producing countries 
taken together. 


In the oversea sterling area both independent coun- 
tries and dependencies generally increased their re- 
serves in the first half of 1954, the former chiefly as a 
result of increased capital inflow and enhanced gold 
production in the Union of South Africa; the much 
larger increase in sterling assets of United Kingdom 
dependencies, on the other hand, was closely related 
to their increased active trade balance. In the second 
half of the year, only the dependencies continued to 
accumulate reserves while those of the independent 
countries were drawn down. At this time Australia 
alone lost nearly $200 million of its official reserves. 


Latin American gold and foreign exchange assets in 
the first half of 1954 increased in the aggregate only 
moderately. The deterioration in the trade balance of 
the non-dollar countries caused their reserves to de- 
cline; Brazil’s balance of payments continued to be 
under pressure owing to its obligation to repay short- 
term external debts, especially to western Europe, so 
that despite new United States short-term credits and 
the cessation of the previous year’s outflow of private 
long-term capital its reserves fell sharply until mid- 
1954. The decline in the reserves of Chile and Peru, 


Table 71. Changes in Gold and Foreign Exchange Reserves of Primary Producing 
Countries, 1950 to 1954 


(Billions of United States dollars) 


pe 


At end Change during period 
pee Se Ae Gold Dollars Sterling Total 

SOM Une GSO Netecto eee ee a 15 

BOrlines Oss ee ae tee ears dee as Vie5 1.0 1.0 0.4 fe 

SieDeceimmber 1953. 0. okie. ate —0.2 0.2 0.2 ’ 

BOstune | O5Are eee: stress 18.1 —0.1 0.3 A 
arn amera te wctorreiniere sre ett 2.4 — —_ — Me 
iEatineAmerica. cece eae 3.9 —0.1 0.2 ie Vs 
Oversea sterling area........ 9.0 — : 18 
Other ken seer e mines 2.8 —_ —_ — 

31 December 1954............ 18.2 — 0.2 —0.1 be 
Gaiadae: tecen pi tetra: + 2.6 — 0.2 Lm ae 
Latin America... sa...06<-- 3.8 — _ 2 oe 
Oversea sterling area........ 8.8 0.1 _ 
Otherto eee ss oes 3.0 -- 0.1 — : 

Sn nn 


Source: United Nations Bureau of Economic Affairs. 
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Chapter 7 
INTERNATIONAL TRADE OF EASTERN EUROPE AND MAINLAND CHINA 


Z Trade with the Rest of the World 


The total dollar value of the trade of eastern Europe? 
and mainland China with the rest of the world, which 
had declined in 1952 and in the first half of 1953, rose 
thereafter. In 1954 the value of imports and of exports 
was still lower than in 1951, but the quantum of trade 
may have been as high as in that year, owing to the fall 
in prices since that time. It does not appear, however, 
that the level of 1948 was regained. The increase in 
trade in 1954 was accounted for entirely by the eastern 
European countries, their imports rising more than 
exports. The trade of mainland China, on the other 
hand, fell from 1953 to 1954, though it rose from the 
first to the second half of the latter year. 


The expansion of imports in the Soviet Union fol- 
lowed the announcement of a shift in economic policy 
in that country in the middle of 1953, which was, how- 
ever, again changed early in 1955. The mew policy en- 
visaged in 1953 was to be directed towards greater 
emphasis than previously on the production and supply 
of consumer goods. Its counterpart in foreign trade in- 
volved a rise in imports of consumer goods and of raw 
materials for the production of consumer goods, and 
increased commercial exchanges with the countries of 
the west. 


The Soviet Union raised its imports by about two- 
thirds from the first to the second half of 1953, and 
again by about one-third in the first half of 1954, but 
in the second half of the year there was a decrease. 
The increase in the second half of 1953 came largely 
from western Europe and Finland, but in the first half 
of 1954 it was derived entirely from non-European 
sources (see table 72). The decline in the second half 
of the year involved imports from both European and 
non-European sources. The rise in aggregate imports 
of the other eastern European countries from western 
countries began much more slowly but it was still con- 
tinuing in the second half of 1954. While most of their 
increased imports came from western Europe, there 
was likewise a significant growth in purchases from 


1“Fastern Europe” here includes Albania, Bulgaria, Czecho- 
slovakia, eastern Germany, Hungary, Poland, Romania and the 
Soviet Union. A more complete study of the trade of the Soviet 
Union and other eastern European countries, containing also 
provisional estimates of changes in their trade as compared with 
pre-war levels, is to be found in Economic Survey of Europe in 
1954, issued by the Economic Commission for Europe (United 
Nations publication 1955.II.E.2.), chapter 5. 
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non-European countries. Also, some of the Soviet 
Union’s imports from non-European sources were des- 
tined for re-export to the rest of eastern Europe. 


The rise in exports to western countries, both from 
the Soviet Union and from the rest of eastern Europe, 
was considerably smaller than the increase in the flow 
in the other direction. In the case of the Soviet Union, 
this resulted from the fact that its exports to non- 
European countries were small in comparison with the 
substantially increased imports from these countries. 
In the rest of eastern Europe, however, it was due to the 
small increase in exports in relation to imports in its 
trade with western Europe and Finland. 


The value of exports to eastern Europe from western 
European countries other than Finland averaged over 
one-fourth higher in 1954 than in 1953;? the increase 
in exports from Finland, with whom trade had already 
been more fully developed, was relatively small. Sig- 
nificant increases were recorded by Denmark, France, 
western Germany, the Netherlands, Turkey and the 
United Kingdom. The increase was smaller in dollar 
value for the Soviet Union than for the rest of eastern 
Europe. 


Eastern European exports to western Europe and 
Finland increased in 1954 by about one-eighth over the 
1953 level. The major part of the increase was ac- 
counted for by the Soviet Union; its exports rose about 
one-fourth, or as much as the increase in its imports. 
Exports of the other eastern European countries to 
western Europe and Finland rose only moderately. Par- 
ticularly large increases in imports were recorded in 
France, western Germany and Italy, whereas countries 
such as Austria, the Netherlands and the United King- 
dom showed no increase over the 1953 level. 


Finland continued to hold its predominant position 
in east-west trade. While the value of its trade with the 
Soviet Union in 1954 differed little from that in 1953, 
its trade with other eastern European countries in- 
creased in both directions. Various triangular arrange- 
ments with countries in eastern Europe provided, as in 
previous years, for the offsetting of the Finnish export 


2™In the latter half of 1954, fifteen nations, including the 


United States, announced modifications in their strategic con- 
trols over exports to eastern Europe, the effects of which it is 
yet too early to ascertain. 
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Table 72. Trade of Eastern Europe and Mainland China with the Rest of the World, 1953 and 1954 
(Millions of United States dollars) 


ee pea parts pope Se Pan tes Eanes iy Heeports 
Reporting area® and period a Fr RaErs oS SS Eastern Ei nd 
USSR Fieepteoee Mainland China mainland China 2. 
SE a eas ir OE i Pel AN Sa 2 Taek, LES ae te 
TOTAL®: 0 
1053" First half: 2... 140 150 340 300 220 160 700 62 
1953 Second half.... 250 260 380 320 210 110 830 fee 
1954 First half...... 190 330 360 360 180 130 720 
United States and Canada: 
1953 First half........ 6 — 16 i 5 — a ; 
1953. Second half...... 6 — 13 1 5 —_— es 
1954" First half. 2. one 6 3 15 1 2 — 
1954 Second half...... 6 2 18 6 — — 24 
Western Europe: 
1953 Firt halt epee 66 59 2a0 221 64 59 367 339 
1953 Second half...... 176 131 247 235 64 36 487 402 
1954 First half........ 1254 140 231 265 45 36 401 44) 
1954 Second half...... 205 u bd 27 278 52 46 534. 441 
Finland: 
1953 First half........ 48 63 37 13 — i 85 T7 
1953 Second half...... 42 82 54 15 We 4 98 101 
1954 - First half........ 37 74 44, 18 2 il 83 93 
1954 Second half...... 5 163 55 19 — 6 106 98 
Oversea sterling area: 
1953 a half oe il 20 13 27 132 97 146 144 
1953 Second half...... 2 Bill 16 33 111 66 129 130 
1954 First half........ 2 60 1b 24 91 76 110 160 
1954 Second half...... 2 il 11 19 101 76 114 96 
Other areas®: 
1953 First half........ 16 12 36 38 23 i 75 57 
1953 Second half...... PAl 13 46 37 28 8 95 58 
195423 First half. 2. on 2. 16 56 54 56 35 16 105 128 


Source: Based on data in Direction of International Trade, a 
joint publication of the Statistical Office of the United Nations, 
the International Monetary Fund and the International Bank 
for Reconstruction and Development. 

«Imports are c.if., and exports are f.o.b., in the reporting 
area. 

> Trade with Taiwan is included in trade with mainland China 
for those reporting countries where available statistics do not 


balance with the Soviet Union by an import balance 
with other countries in the group. There was also a 
Russian payment in gold to Finland in 1954. 


In addition to the rise in trade shown in table 72 
there was an increase of over 70 per cent in trade 
between eastern and western Germany, with imports of 
eastern Germany rising more than its exports. 


Eastern Europe made special efforts to expand trade 
with the primary producing countries outside Europe, 
but as noted above, the increase in imports from these 
countries in 1954 was significantly larger than in ex- 
ports. The rise was especially notable in trade with 
Argentina, which had scarcely participated in east-west 
trade in recent years. In the first six months of 1954 
the Soviet Union became its fourth largest market, pre- 
ceded only by the United Kingdom, the United States 
and western Germany. In addition, Argentine exports 
to other eastern European countries in the first half 


ermit its exclusion; the countries that report their trade with 
ase separately, however, account for the bulk of Taiwan’s 
trade. 
° Owing to incomplete reporting, figures are approximate only; 
estimates are rounded to nearest $10 million. 
4 Adjusted to exclude French imports of gold valued at 
$36 million. 
®* Owing to incomplete reporting, figures are approximate only. 


of 1954 rose to nearly three times the level in the first 
half of 1953. A sizable increase also occurred in im- 
ports of the Soviet Union from Australia in 1953/54, 
but in the second half of 1954 this trade ceased. 


A new development in recent trade agreements of 
eastern European countries with some of the under- 
developed primary producing countries has been that 
the former arranged to provide exports of capital equip- 
ment in return for imports of primary products, and, 
in some cases, also to provide credits and technical as- 
sistance. Agreements on these lines were signed by the 
Soviet Union with Argentina covering Soviet deliveries 
of industrial equipment on credit, and with India for 
the construction and equipping of a steel mill. Similar 
agreements for the export of industrial equipment were 
also made by Czechoslovakia and eastern Germany. In 
return for these exports of capital goods, the eastern 
European countries contracted for imports consisting 
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primarily of food and tobacco, and raw materials for 


__ light industry—particularly textile fibres and hides. 


The rise in the volume of imports of eastern Europe 
from western countries was accompanied by a signifi- 
cant relative shift in commodity composition from ma- 
chinery and metals to other manufactures, raw materials 
and foodstuffs. As may be seen from table 73, whereas 
imports of machinery and metals from OEEC countries 
and the United States fell significantly, imports of other 
manufactures, of raw materials and of foodstuffs in the 
first nine months of 1954 were each greater than the 
respective totals for the full year 1953. While imports 
of metals and metal manufactures fell in both the Soviet 
Union and other eastern European countries, imports of 
machinery and transport equipment rose in the Soviet 
Union but fell substantially in other countries of eastern 
Europe. The increased imports in the Soviet Union in- 
cluded, for the first time, purchases of fishing trawlers 
and refrigerated vessels and machinery for producing 
consumer goods. 


In imports of foodstuffs the increase was especially 
significant in livestock products, and in countries other 
than the Soviet Union in cereals also. The Soviet Union 
was estimated to have become the third largest meat 
importer in the world in 1954, next to the United King- 
dom and the United States. Part of the increase in its 
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imports, both of meat and of butter, was intended, how- 
ever, to relieve shortages in other countries of eastern 
Europe. 


Eastern Europe purchased increased quantities of 
wool; the United Kingdom in particular increased its 
exports of imported wools in 1954. Egypt’s exports of 
cotton to the Soviet Union ceased until the last month 
of 1954, when there was a substantial shipment; its 
cotton exports to other parts of eastern Europe rose in 
1954. Re-exports of rubber from the United Kingdom to 
the Soviet Union, which had totalled about 88,000 tons 
in 1952, fell to 27,000 tons in 1953 and to only 400 
tons in 1954, There were no direct exports to the Union 
of Soviet Socialist Republics from Malaya, Indonesia 
or Ceylon, either in 1953 or in 1954. The Soviet Union 
appears to have obtained its supplies primarily from 
mainland China under an agreement whereby the latter 
was to re-export to the Soviet Union 45 per cent of its 
imports from south-eastern Asia. 


Exports of foodstuffs, especially from countries other 
than the Soviet Union, fell significantly in 1954. As 
imports of foodstuffs rose substantially at the same 
time, eastern Europe apparently became for the first 
time a net importer of foodstuffs during the first nine 
months of 1954, Exports of coal and coke from Poland 
also continued to fall in 1954; its trade with Sweden, 


Table 73. Composition of Trade of Eastern Europe and Mainland China with 
the United States and OKEC Countries,? 1953 and 1954 


(Millions of United States dollars) 


1953 Full year 


1954 First nine months 


hie USSR *Y seateniedd Mainland USSR eee at Mainland 
countries China countries> China 
Exports of United States and OEEC 
tries: 

Total _ ee Fie en Bes aS 166 428 95 eal 381 42 
Rapdstullcrera. th eee ae: 62 80 — 55 114 — 
Raw materals. 2.2 230-ee% 3 22 90 Wal 23 94, W 
Manufactured goods.......... 82 258 84 93 173 35 

Base metals and metal manu- 
fAGHILesa so se meena Pay 91 mill 10 33 4 

Machinery and _ transport 
baste 2 eid, eee ere 39 92 si 50 30 B) 

Imports of United States and OEEC 

Toul PRE ONT Crates BER AROS 254 489 136 PS 384. 63 

Hooustiticn. + Anca ele = nes 72 174 Dik 44 109 16 

(Sere alse Pre ech ese ke oie es 56 35 3 33) 28 — 

Raw miaterialsy sscnee chica 141 174 100 146 146 40 

To Ieee neg RO RA od SO ee De Ht — Be} 82 ee 
Manufactured goods.......... Al 141 ) 35 129 


Source: Based on Commodity Trade Statistics, 
re by the Statistical Office of the United 


ations. 


« Excluding re-exports of the reporting areas. This 
exclusion, which is particularly significant for re- 
exports from the United Kingdom, and the incom- 
plete classification of commodity trade statistics by 


destination of exports and provenance of imports, 
account for the difference between the value of 
total trade in this table and the corresponding 
figures that may be derived from table 72. _ 

> Including the trade of Switzerland with the 
Soviet Union. In 1953 Swiss exports to that coun- 
try were $3 million and imports from the Soviet 
Union were $4 million. 


Part Il. International trade and payments 


mainland China. In accordance with a trade agreement 


consisting largely of the exchange of Polish coal for ‘dan , 
Swedish iol decreased considerably as a result signed with mainland China in October 1952, cere i 
of difficulties in the operation of their trade agreement. exports of rubber increased from 30,000 tons in 


Offsetting these declines were continued increases in to 58,000 tons in 1953, and 46,000 tons in 1954. As 
exports of timber and, more especially, of petroleum. China received no imports either from Malaya or Indo- 
Exports of engineering products from eastern Europe to nesia, its total imports of rubber remained substan- 


under-developed countries rose, while at the same time tially below the level of 1950 and early 1951. Switzer- 
the area’s imports of these products from western land, which in 1953 was the third principal supplier 
Europe fell. In addition to its other exports, the Soviet of mainland China, was replaced by Pakistan in 1954 
Union sold large quantities of precious metals in London when the latter country resumed its exports of cotton 
and other European markets to pay for its import bal- to mainland China. Japan’s exports to mainland China 
ance in 1954. also increased, but remained small in value. 

Mainland China’s exports to countries other than Whereas the restrictions on exports of capital goods 
eastern Europe, except Japan, dropped significantly in to eastern Europe were modified, there were no changes 
1954; Japan purchased larger quantities of soya beans, with regard to exports to mainland China. After some 
other kinds of beans, oil-seeds and cashmere wool. Im- increase in exports of capital goods to that country in 
ports of mainland China, on the other hand, were about the first half of 1953, shipments from European coun- 
the same in 1954 as in 1953, although the distribution tries decreased. The only relaxations announced by 
by source of supply was considerably altered. In 1954. Japan have not resulted in exports of any sizable quan- : 
the dollar value of Hong Kong’s exports to mainland tities of machinery. Mainland China, for its part, has 
China was about 70 per cent of the value in the previous not shifted towards large-scale purchases of consumer 
year. Ceylon had moved into second place after Hong goods, for which it had provided an extensive market 


Kong in 1953 as the principal supplier of exports to for Japan in the period before the Second World War. 


Trade within the Group and Total Trade 


In 1953,° the total trade of the Soviet Union, eastern practically unchanged in 1953, the increase in trade 
Europe and mainland China continued to expand, but within the group being insufficient to do more than 
the rise was generally confined to trade within the offset the decline in trade with the rest of the world. 
group. Only two countries, Bulgaria and Romania, in- Czechoslovak trade did little more than recover from 
creased their shares of the total trade with countries its small decline of 1952, and the Hungarian expansion 
outside the group; all others showed a continuation of was relatively modest. On the other hand, in 1953 
the trend towards tightening of economic ties among eastern Germany increased its trade by 30 per cent® 
countries within the group.* and Bulgaria by 27 per cent over the previous year (see 

Polish trade, which fell between 1951 and 1952, was table 74). In the case of eastern Germany, the increas 

in trade was partly due to a substantial increase in 

Table 74. Indices of Foreign Trade of Eastern imports during the latter half of the year, both from 

European Countries, the Soviet Union and Main- within the group and outside, financed in part by special 
land China, 1952 and 1953 credits granted by the Soviet Union. 

1952 1953 1953 Soviet trade increased from a total of 18 billion 

Country (1948 = 100) (1952 = 100) roubles in 1951 to 23 billion roubles in 1953, and 

\ a 143 162 113 continued to expand in the first half of 1954, when it 

Dulearis:.:.........:. 124, 158 127 reached a level 30 per cent above that of the same period 

penerelia oh 119 124 107 of 1953.° At current prices, the 1953 level of trade rep- 

Ais te eastern... . . eee ers ace He resented a tenfold increase over the 1938 level of 2.] 

cae billion roubles, but “if account is taken of i 

Pee .......... a 153 153100 Stata I Sg sana tie 

Romaniateeercs. ........ ae 230 267 118 5 The indices for eastern German trade published in the World 

USSh ee ire 995 lll Economic Report, 1952-53 were derived from an official series 

Mainland China............. rea hae 136 on a 1947 base. Die Wirtschaft (Berlin), 3 September 1954, gave 
a revised series on a 1950 base, as follows: 

Source: For USSR: Planovoe Khozyaistvo (Moscow), 1954, 1951 1952 1953 
No. 4, and Kommunist (Moscow), No. 15, October 1954; for Ota mpedS. 5 shoes os5 sas She yam 138 158 204 
eastern Germany: Die Wirtschaft (Berlin), No. 36, September Trade with other members of the 
1954; for mainland China: Vneshnyaya Torgovlya (Moscow), BTOUP ewe eek oe eee ete 159 179 239 
1954, No. 10; for all other countries: Vneshnyaya Torgovlya, Trade with countries outside the 
1954, No. 11. en rr eee ae pa 99. aki ise 

Reports on the fulfilment of plans for the first, d and 

* Data on total 1954 trade and trade within the group were third quarters of 1954 indicated further Sarbanes cnustntvee 

generally not available at the time of writing. trade. 


“ Kommunist (Moscow), No. 15, October 1954. ° Kommunist, No. 15, October 1954. 


1 Chapter 7. _ International trade of eastern Europe and mainland China 


- 
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prices on the world market, then the trade turnover of 
the Soviet Union in 1953 was almost four times as high 


_as the pre-war level in comparable prices”. 


As in previous years, approximately 80 per cent of 
the Soviet Union’s trade was with other members of the 
group. Trade with the Soviet Union comprised more 
than half the total trade of Albania, Bulgaria, mainland 
China and Romania, about half that of eastern Germany 
and approximately one-third of the foreign trade of 
Czechoslovakia, Hungary and Poland.® 


In 1953, it was stated that trade of mainland China 
had increased 36 per cent since 1952. Later, it was re- 
ported that this trade had risen a further 14 per cent 
between 1953 and 1954. Mainland China is the princi- 
pal trading partner of the Soviet Union, which in 1954 
granted a new long-term credit of 520 million roubles; 
400 million roubles of this were to be used for purchase 
of equipment from the Soviet Union.° 


The share of mainland China’s total trade with mem- 
bers of the group grew from 72 per cent to 75 per cent 
from 1952 to 1953. Its trade with the Soviet Union more 
than doubled between 1950 and 1953, while that with 
other countries of eastern Europe, and particularly 
eastern Germany, has been expanding at a higher rate. 
Imports of machinery and equipment from these coun- 
tries quadrupled between 1952 and 1953.7° 


In the latter half of 1953, there was increasing em- 
phasis upon developing trade in consumer goods among 
the members of the group. Eastern Germany and 
Czechoslovakia both concluded supplementary agree- 
ments with their trading partners in the group to obtain 
additional supplies of foodstuffs and raw materials for 
light industry, eastern Germany utilizing for this pur- 
pose its emergency credit of 485 million roubles 
granted by the Soviet Union, and Czechoslovakia paying 
with additional exports of manufactured goods." In the 
first half of 1954, Czechoslovakia increased its trade by 
8 per cent above the level of the same period of 1953, 
and its imports of foodstuffs and raw materials for light 
industry were higher than in 1953.** 


Official statements stressed the need to promote ex- 
ports in order to increase imports of consumer goods 
and to co-ordinate production among the members of 
the group in order to benefit from the division of labour. 
Previously such division of labour had been confined 
to heavy industry and particularly to engineering indus- 


™L, Bol’shakov, “Questions of the Growth of Soviet Foreign 
Trade” in Planovoe Khozyaistvo (Moscow), 1954, No. 4, page 
80. The Economic Commission for Europe estimates that if 
comparison is made with the pre-war volume of trade for the 
present area of the Soviet Union the increase in 1953 is about 
threefold. 

® Vneshnyaya Torgovlya, 1954, No. 11. 

° Pravda, 13 November 1954. 

10 Yneshnyaya Torgovlya, 1954, No. 10, page 12. 

11 Kommunist, No. 15, October 1954. 

12 Czechoslovak Economic Bulletin, No. 288 (Prague), Sep- 


tember 1954. 
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try, but co-ordination was now to be extended also to 
light industry, notably consumer goods. In the second 
half of 1954 agreements for co-ordination of certain 
light industries were concluded between Czechoslovakia 
and Hungary, Czechoslovakia and eastern Germany, and 
Hungary and eastern Germany, while similar discus- 
sions were taking place at the end of the year between 
Bulgaria and Czechoslovakia. It is not clear to what ex- 
tent these developments may be affected by the changes 
in economic policy announced early in 1955. 


Notwithstanding the emphasis placed for a time upon 
production of, and trade in, consumer goods in 1953/54, 
trade within the group remained heavily concentrated 
upon machinery, equipment and industrial raw mate- 
rials, with foodstuffs occupying an important place in 
the trade of certain countries. Czechoslovakia and east- 
ern Germany continued to be dependent upon imports 
from the Soviet Union for a considerable portion of the 
grain they consumed, and one of the reasons given for 
the expansion of Soviet grain production was that “the 
country must have bread grain surpluses to increase 
exports, the needs for which are growing”.7* The Soviet 
Union also supplied a major share of eastern Europe’s 
requirements of iron ore, cotton and wool. For example, 
80 per cent of Poland’s needs for raw cotton in 1953 
were met from the Soviet Union.** 


In 1953 the Soviet Union exported to other members 
of the group machinery and equipment worth between 
$550 million and $600 million.?> More than half of the 
output of the machine-building industry in eastern Ger- 
many was exported, and in the 1954 plan for trade with 
the Soviet Union, 80 per cent of eastern German exports 
were to consist of machinery, the remainder including 
optical and precision instruments, paper, books, periodi- 
cals.1® Machinery and equipment constituted 40 per cent 
of Poland’s imports in 1953, while industrial equipment 
and means of transport made up 12 per cent of its ex- 
ports.?’ In the plan for 1954, the volume of these ex- 
ports was to increase further; on the other hand, the 
absolute quantity of exports of coal and coke—though 
still a very important export commodity—was to be 
smaller than in 1953,1® despite a planned increase in 
mine output.!® Machinery and equipment accounted for 
40 per cent of Czechoslovakia’s exports.”° 


Two changes have occurred recently in the com- 
mercial trade among the members of the group. One 
was the cancellation on 1 January 1954 of eastern 
German reparations payments to the Soviet Union; the 


13 Pravda (Moscow), 6 March 1954. 

™ Ibid, 12 July 1954. 

15 Fceonomic Commission for Europe, Etude sur la Situation 
Economique de [’Europe en 1954 (United Nations publication 
1955.J1.E.2). 

16 Vneshnyaya Torgovlya, 1954, No. 10. 

17 Ibid, 1954, No. 11. 

18 Tbhid, 1954, No. 7. 

19 Press office of the Polish Embassy in London, Polish Facts 
and Figures, 29 May 1954. 

2° Yneshnyaya Torgovlya, 1954, No. 11. 
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A 
Africa, coffee production, 134 
African dependencies of UK, balance of 
payments, 142 
Agriculture _ 
centrally planned economies, 46, 49-50, 
changes, in under-developed countries, 6 
farm implements, 56, 142 
ee price supports in Argentina, 


manpower shift to urban employment, 
48, 79-80 bliied 
market situation and exports of agricul- 
tural raw materials, 96, 97 
selected Latin American countries, 75 
surpluses, 92, 109 
western Europe, 34 
see also under specific countries 
Albania, trade with USSR, 151 
Aluminium, 137 
Argentina 
agricultural output, 75 
balance of payments, 72, 74, 142-43 
capital goods imports, 142, 148 
consumption, 73, 75 
eastern Europe, trade with, 148 
economic changes, 62, 71-77 
exports, 62, 74, 95, 134, 137 
government expenditures, 73 
grain inventories, 74 
imports, 74, 139, 142, 148 
industrial production, 76 
inflation and cost of living, 78 
inventories, 73 
investment, 72, 74 
Japanese credit to, 145 
linseed production and exports, 137 
meat production and exports, 75, 134 
national product, 74, 75 
prices, 76; government supports, 73 
terms of trade, 72, 74 
USSR, trade with, 148 
wages, 77, 78 
wheat exports, 132 
wool output and exports, 136 
Armaments, see Military expenditures 
Asia 
effect of raw materials slump in primary 
producing countries, 60 
losses of gold and dollar reserves in non- 
sterling countries, 117 
wheat demand, 133 
see also under specific countries 
Atomic energy, possible influence on future 
trade patterns, 14 
Australia, 42-44, 138-39 
agricultural production, 43 
balance of payments, 42, 43, 142 
capital goods, imports of, 142 
consumption, 43 
employment and unemployment, 44 
exports, 43, 44, 94, 131, 132, 134, 148 
flotation of securities, 111, 116 
gold and foreign exchange reserves, 145 
government expenditures, 43 
imports, 44, 95, 141, 142; liberalization 
of restrictions, 11, 42, 43, 138 
industrial production, 3, 44 


INDEX 


Australia (continued) 


inflation, 42 

inflow of UK capital, 144 
national product, 43 
prices, 44 

terms of trade, 42, 43 
USSR, exports to, 148 
wages, 44 

wool trade, 42, 136 


Austria 


ene with European Payments Union, 
eastern Europe, imports from, 147 


B 


Balance of payments 


international economic equilibrium, 8-9 
potential deterioration of, 91-92 
primary producing countries, 142-46 
selected Latin American countries, 72 
trade restrictions to protect, 4, 7 
under-developed countries, 5, 60 

US and sterling area, 117, 118 

western Europe, 119-30 

see also under specific countries 


Balance of trade, 91-95 


changes in, 102-106 

private enterprise economies, 22 
under-developed countries, 60 
western Europe, 30, 123 

see also under specific countries 


Banking system 


Chilean inflation and, 85, 87 
development banks, 13 


Belgium, 39 


balance of payments, 123, 125 

consumption, 32, 33, 39 

employment and unemployment, 35 

exports, 33, 39 

gold and dollar reserves, 123 

government expenditures, 39 

imports, 33, 39, 125; liberalization of, 
120, 129, 130 

industrial production, 33, 39 

investment, 39 

national product, 32, 39 

prices, 37 

taxation, 39, 40 

terms of trade, 33, 39 

wages, 37, 39 


Benelux countries, liberalization of imports 


from dollar area, 10, 125, 129 


Bolivia 


economic changes, 63 

food grant under US aid programme, 66n 
mining production, 652 

prices, 66 


Brazil 


agricultural production, 75 

balance of payments, 72, 74, 134, 142, 
143, 145 

capital goods imports, 142 

cocoa production and exports, 135 

coffee output and exports, 74, 75, 132, 
134 

consumption, 73, 75 

cotton exports, 136 

devaluation of currency, 76-77 
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Brazil (continued) 


economic changes, 71-77 

Export-Import Bank loan to, 109, 144 

exports, 71, 74, 94, 132, 136 

free market of cruzeiros in western Ger- 
many, 125 

gold and foreign exchange reserves, 91, 
139, 145 

imports, 74, 132, 139, 142 

industrial production, 76 

investment, 72, 74 

national product, 74, 75 

terms of trade, 72, 74 

US claims against, 103, 109, 112 

wages and prices, 76, 77-78 


British dependencies in Africa, balance of 


payments, 142 


Building, see Construction 
Bulgaria 


agricultural production, 49 

consumer goods, shift to output of, 48 

co-ordination of production among east- 
ern European countries, 151 

employment, 48 

foreign trade, 150 

industrial production, 47, 48 

investment, 51 

prices, 52 

productivity, 49 

sale of USSR shares in joint companies, 


152 
USSR, trade with, 151 
wages, 53 


Burma 


balance of payments, 142 

changes in economic conditions, 68 
cost of living, 69 

government expenditures, 68 

rice exports, 68, 134 


Business cycles, economic imbalances, 9 


C 


Canada, 25-29 


agriculture, 28-29 

balance of payments, 142 

balance of trade, 102, 105, 112 

consumption, 25, 27 

employment and unemployment, 29 

exports, 27, 94, 131; to western Europe, 
121; of wheat, 111, 132, 133 

gold and dollar holdings, 103, 145 

imports, 27, 95, 102, 109, 138, 140, 141, 
142 


industrial production, 28 

investment, 25, 27, 143; by US, 143 

national product, 27 

prices, 29 

recession of 1954, repercussions in west- 
ern Europe, 120 

US exports to, 109 

wages, 29 

wheat production and exports, 27, 111, 
132,183 


Capital 


flow, to primary producing countries, 
143-45; of private, as element in dol- 
lar supply, 116; to under-developed 
countries, 13 


a 


Index 
BE eee 
Copper , 


Capital (continued) China mainland (continued) 


outflow, from US, 109, 112, 143-45; from 
western Europe, 121-22 
speculative movements in western Eu- 
rope, 127 
Capital goods 
China mainland, imports, 150, 151 
import priorities in most countries, 99 
improvements in productivity in private 
enterprise economies, 23 
rimary producing countries, imports of, 
139, 140, 142 
sales in centrally-planned economies, 52 
shift to production of consumer goods 
from, in centrally planned economies, 
47-48, 49, 54-55 
trade agreements between eastern Euro- 
pean countries and under-developed 
primary producing countries, 148-49 
under-developed countries, imports of, 5, 
6 


US exports of, 12, 13, 109 

USSR, exports of, 148, 151 

Centrally planned economies, see Planned 

economies 

Cereals 

east-west trade, 149 

exports of, 94, 131 

Ceylon 

consumption fluctuations, 65 

economic changes, 63 

imports, 65n, 139 

prices, 66 

rubber production and exports, 136, 150 

tea exports, 132, 134 

terms of trade, 64 

Chemicals 

exports of, 99 

trade in, 141 

Chile 

agriculture, 75, 79, 87 

consumption, 73-74, 75, 83, 84, 85 

copper, exports and taxation of, 84, 85, 
137; stocks, 73-74 

cost of living, 82 

credit and banking activities, 85, 87 

demand-supply situation, 88 

devaluation of peso, 76-77, 78 

economic changes in, 71-77, 78-88 

employment, 79-80 

exchange rates, 84, 91 

exports, 71, 74, 84, 85, 137 

gold reserves and foreign exchange as- 
sets, 145 

imports, 84, 139, 142; prices and value, 
81-82 

income, 73, 84, 85 

industrial production, 76, 79, 87-88 

inflation, 78-88, 139 

investment, 73, 74, 84, 85, 87 

mining, 79, 84, 85 

national product, 74, 75, 79, 83-84 

prices, 76, 78-79, 80-82 

raw materials slump, effect of, 71n 

taxation of export profits, 84, 85 

terms of trade, 72, 74, 84, 85 

wages, 78, 82-83, 85 

China mainland 

agriculture, 49 

consumer goods, rise in, 46, 48, 53, 56 

demand-supply position, 51, 53 

economic development and policies, 46, 
54, 56-57 

employment, 48 

five-year plan, 56-57 

heavy industry, 46, 47, 56 

income, real, 54 

industrial production, 47, 56-57 

investment, 46, 47, 50, 51, 53, 56-57 

military expenditures, 53 


national income, 47n, 50 
prices, 46 : ' 
producers’ goods production in relation 
to consumer goods, 48, 57 
rationing, 46, 53 
rubber agreements and imports, 136, 
149, 150 
trade, 57, 150, 151 
wages, 04 
China: Taiwan 
economic changes in, 67 
exports, 67, 94; sugar, 132, 134 
imports, 67, 139 ; 
inflation, 68 
US aid programme, 68 
Coal 
eastern European trade, 151 
Polish exports, 149-50 
US exports, 109 
western European imports, 121 
Cocoa 
exports and prices, 96, 134-35 
US imports, 93 
Coconut oil, prices, 67 
Coffee 
Brazilian output and exports, 74, 75, 132, 
134 
Mexico, production in, 75 
prices, 74, 96 
US imports, decline of, 93, 109 
Coke, eastern European trade, 149, 151 
Collective farms in mainland China, 57 
Colombia 
balance of payments, 143 
dollar holdings, 145 
foreign exchange reserves, 146 
imports, 139 
US claims against, 103, 111 
Commission on International Commodity 
Trade, 92 
Competition, foreign markets, 13 
Construction, investment, in eastern Eu- 
rope, 51; in US and Canada, 26, 27; 
in western Europe, 32, 39 
Consumer credit, limitation of, 128 
Consumer goods 
centrally planned economies, demand 
for, 5; increase in production of, 47- 
48, 49, 54-55; investment in industries 
producing, 46, 48; sales and distribu- 
tion of, 52; supply of, 46, 51 
composition of international trade in, 97 
demand for, in western Europe, 126 
fluctuations in market for, 97, 99 
import restrictions, 6, 140 
primary producing countries, imports 
by, 139-40, 141 
shortages of, 53 
stagnation of output in Chile, 87-88 
under-developed countries, 5, 6, 65 
US exports of, 109 
Consumption 
eastern European countries, 47-48 
foodstuffs, 97, 114 
national product in relation to, 38 
North America, 25-26 
private enterprise economies, 22 
selected Latin American countries, 73 
share of output available for, in centrally 
planned economies, 46, 52 
under-developed countries, 60, 65 
western Europe, 30, 33, 37-38 
see also under specific commodities and 
under countries 
Co-operatives 
mainland China, 57 
trade of, centrally planned economies, 52 


Chile, exports and taxation of, 84, 85, 
137; stocks, 73, 74 

output, 76 Pars 

sere influenced by strikes in mines, 97 


Copra 


Philippine exports, 137 
prices, 67 


Corporate profit taxes, 26-27 
Cost of living 


centrally planned economies, 52 
private enterprise economies, 29 
under-developed countries, 66 

see also under specific countries 


Cotton 


consumption, 136 

east-west trade, 149 

exports, 109, 135-36, 149, 151 

prices, 97, 135-36 f 

production, Brazil, 75; mainland China, 
49, 57; Mexico, 75; USSR, 49 ; 

textiles, rationing in mainland China, 
53; stocks, accumulation in India, 70 

western Europe, imports, 121, 130 


Credit 


Chilean inflation and, 85, 87 
commercial, in western Europe, 121-22 
expansion of medium-term facilities, 94 
granting of, by eastern European coun- 
tries to under-developed countries, 148 
tightening of facilities, 91, 127-28 


Cruzeiros, free market for, in western Ger- 


many, 125 


Cuba 


balance of payments, 72, 74 

balance of trade, 74 

consumption, 73, 75 

economic changes, 71-77 

exports, 71, 74 

imports, 74, 139 

inventories, 73 

investment, 72, 74 

national product, 74, 75 

prices, 76, 77 

sugar production, pricés and exports, 74, 
75, 134 

terms of trade, 72, 74 


Currencies 


devaluation, 114-15, 116; Brazil, 76-77; 
Chile, 76-77, 78; Mexico, 77 

free market, favouring transit trade in 
western Germany, 125 


Czechoslovakia 


agriculture, 49, 54 

co-ordination of production with other 
eastern European countries, 151 

employment, 48 

foreign trade, 148, 150, 151 

industrial production, 54 

investment, 51 : 

machinery and equipment exports, 151 

national income, 50 

prices, 52 

shift from heavy industry to consumer 
goods industries, 48 


wages, 54 
D 
Dairy products, New Zealand, 43 
Deflation 
Cuba, 77 


economic imbalances and, 9 
policy adopted in Japan, 45n 
under-developed countries, 61, 62, 65 


Delivery quotas for agricultural products, 


and prices, 52, 54 


Demand and supply 


centrally planned economies, 51-54 
economic expansion in relation to, 38 


foodstuffs, 97 
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Demand and supply (continued) 


__- primary products, 96 


rationing in some eastern European 
~ countries in relation to, 53 
raw materials, 93-94 


Denmark, 41 


agricultural production, 34 
balance of payments, 123, 126, 128 


consumption, 32, 33, 4 


economic expansion, 41-42 
employment and unemployment, 35, 42 
exports, 33, 41, 126-27, 147 
gold and dollar reserves, 123, 127 
government expenditures, 41 
imports, 33, 41, 126 
industrial production, 33 
investment, 41 
sales taxes, 11 
wages, 37, 42 
Dependencies of continental western Euro- 
pean countries 
balance of trade, 105 
dollar earnings and transfers, 111, 112 
imports, 95, 139 
terms of trade, 103 
Derationing, see Rationing and deration- 


ing 
Devaluation of currencies, see Currencies 
Discount rate, rise in, 11 
Dollar 
holdings, by primary producing coun- 
tries, 145; rise outside US, 11, 91, 103, 
108; during US recessions, 116, 117-19 
supply problems, 11-13, 114-15 
use of, 116-17 
Dollar area 
exports to western Europe, 93, 121 
liberalization of imports from, 11, 93, 94, 
120, 122-23, 125, 129-30 
regionalization of trade and, 105 
Dollar balance in 1954, 108-19 
Domestic trade, in centrally planned econ- 
omies, 52, 57 


East-west trade, 92, 94, 121, 147, 148 
Economic development 
Burma and Thailand, 68 
Chile, 78, 87 
degree of, in under-developed countries, 
60 
integrated programme for, 5 
movement from agricultural to non- 
agricultural occupations during, 80 
Economic policies 
centrally planned economies, 54-57 
nationalism affecting international eco- 
nomic equilibrium, 14 
Egypt 
Poh production and exports, 136, 149 
import reductions, 139, 140 
Employment and unemployment 
centrally planned economies, 48 
government policies on, 14 j 
movement from agricultural to non-agri- 
cultural occupations, 79-80 
private enterprise economies, 23 
protection of domestic industries to pre- 
vent unemployment, 7-8 
see also under specific countries 
Engineering products 
co-ordination of production among east- 
ern European countries, 151 
expansion of production in centrally 
planned economies, 
exports from eastern European countries 
to under-developed countries, 150 
trade in, 94, 98 
EPU: see European Payments Union 
Europe, eastern, 46-57, 147-52 
agriculture, 49-50 


Europe, eastern (continued) 

co-ordination of production among coun- 
tries of, 54-55, 151 

countries included in, 147n 

demand-supply position, 51-54, 131 

east-west trade, 92, 94, 121, 147, 148 

economic policy changes, 54-56 

employment and productivity, 48-49 

industrial production, 47-48 

investment, 50-51 

military expenditures, 51 

national income, 50 

regional and world trade, 147-52 

wool imports, 136, 149 

see also under specific countries 

Europe, western, 29-42 

agricultural production, 33, 34 

balance of payments, 119-30 

balance of trade, 30, 123 

consumption, 30, 33, 37-38 

credits, 121-22, 145 

east-west trade, 92, 94, 121, 147, 148 

economic activities, expansion of, 11, 91, 
93, 94, 96, 120-21 

rer: and unemployment, 23, 34, 


European Payments Union, 122-23 
export expansion, 11, 33, 93, 121, 131 
gold and dollar holdings, 103, 117 
government expenditures, 32 
income, personal, 30 
imports, 93, 96, 109, 115, 120-21, 137: 
liberalization of restrictions, 91, 94, 
129-30 
industrial production, 30-31, 33-35 
investment, 32 
national product, 29, 30-31, 32 
regional trade, 121 
retail prices, 23, 35-36 
taxation, 39 
terms of trade, 96 
textile production and exports, 136, 141 
US, balance of goods and services with, 
112, 129; military expenditures, 121; 
reduction of aid, 122; trade with, 129 
wage rates, 23, 30, 37, 38 
European Payments Union, 122-23 
credit balances of certain countries, 125 
partial settlement of UK debt to, 111n 
payments to creditor members, 118 
prolongation of, 3 
European Recovery Program, 116 
Export-Import Bank of Washington 
guarantee for cotton exports to Japan, 


111 
loan to Brazil, 109, 144 
loans to finance US exports, 13 
Exports 
eastern European countries, 147-52 
fluctuations in world, 91, 93 
industrialized countries, 7, 8, 96 
OEEC countries, 94 
price declines, 60, 64-65, 93, 95, 96 
primary producing countries, 96, 131-37 
private enterprise economies, 22 
under-developed countries, 64-65; devel- 
opment of export industries, 5, 10, 60; 
restrictions, 6 
see also under specific countries 


F 


Fair trade practices, 4, 7 
Far East, imports, 139 
Farm income, in centrally planned econo- 
mies, 52 
Farms, collective, in mainland China, 57 
Fats and oils 
imports of western Europe, 130 
US exports of, 109 


Fibres, agricultural, market situation for, 97 
F inance, shift in financing of trade, 15 
inland 
exports, 132, 147 
imports, 139 
triangular arrangements with eastern 
European countries, 147-48 
Five-year plans 
eastern European countries, 54-55 
India, 69 
mainland China, 56-57 
Fixed capital investment, see Investment 
Fodder crops, in eastern Europe, 49 
Food 
demand as result of labour migration, 80 
eastern European countries, exports, im- 
ports, and prices, 52, 147, 149, 151 
fall in exports of, 131 
mainland China, increases in demand, 53 
price fluctuations, 52, 62, 66, 97 
primary producing countries, exports, 
132-35; imports, 139 
processing “industries in centrally 
planned economies, 46, 51 
shortages in Mexico, 73 
subsidies in India, 70 
under-developed countries, domestic out- 
put and prices, 60, 61, 65, 66 
US consumption and imports, 108, 114 
Foreign exchange 
Brazil, 139 
controls, 5, 6-7, 9, 10 
holdings by US from sale of agricultural 
surpluses, 111 
industrial countries, 91 
influence of reserves on capital goods 
imports, 142 
reserves of primary producing countries, 
91, 105, 145-46 
under-developed countries, 5, 6-7, 60 
Foreign exchange rates, adjustments in, 
Foreign investment 
control of, under-developed countries, 6 
by governments, 13 
liquidation of British, 15 
by US private investors, 12 
Foreign Operations Administration, ex- 
penditures by, 109 
Franc area, transactions with rest of world, 
25 


1 
France, 39, 124-25 

agriculture, 124 

balance of trade, 123 

capital flow from, 144-45 

consumer prices and unit costs, 37 

consumption, 39 

credit to Iran, 145 

economic expansion, 39, 124-25 

European Payments Union, 
with, 123 

exports, 33, 39, 132, 141, 147 

imports, 33, 39, 123 

Indonesia, credit to, 145 

industrial production, 33, 39, 124 

inventories, 33, 39 

investment, 32, 33, 39 

national product, 32, 39 

prices, 37 

repurchase of currency from Interna- 
tional Monetary Fund, 111 

taxation, 39 

US, aid from, 109, 124; military expendi- 
tures, 125 

wage rates, 37, 39 

Free trade i 

importance of balanced economic 
growth to, 15-16 

steps to achieve, 4 


balance 


French dependencies 
capital flow from France to, 145 
imports of capital goods, 142 


G 
General Agreement on Tariffs and Trade 
(GATT) 


functioning, 3-4 

international economic co-operation, 10 

trade and exchange rules, 13 

Germany, eastern 

agricultural production, 49 

cancellation of reparation payments to 
USSR, 151 

co-ordination of production among east- 
ern European countries, 151 

employment, 48 

foreign trade, 148,150, 151 

industrial equipment exports, 148 

industrial production, 47, 54 

investment, 50, 51 

national income, 50 

prices, 52 

rationing, 53 

return of Soviet companies to, 152 

USSR credit to, 151 

wages, 54 

Germany, western, 41 

balance of payments, 125 

balance of trade, 123 

capital outflow, 122 

clearings, 125 

competition in world markets, 13 

consumer prices and unit costs, 37 

consumption, 41 

credit position, 145 

economic expansion, 32, 41, 105 

employment and unemployment, 34, 35 

European Payments Union, balance 
with, 122, 123 

export rise, 33, 41, 105, 121, 125, 134, 
147 


gold and dollar reserves, 125 
imports, 33, 105; from eastern Europe, 
147; liberalization of, from dollar 
area, 120, 123, 125, 130; prices, 41; 
wheat, 132 
industrial production, 32, 33, 105 
investment, 33, 41 
Tran, credit to, 145 
measures to improve trade and payments 
situation, 10 
national product, 30, 41 
prices, 37 
taxation, 41 
terms of trade, 41 
transit trade, 125 
US military expenditures, 125 
vehicle exports, 141 
wage rates, 37, 41 
Gold 
and dollar reserve holdings outside US, 
11, 91, 103, 108, 116, 145-46 
“gold terms of trade” in Chile, 84n 
mining of, 103 
standard, abandonment of, by Chile, 78; 
obstacles to return of, 14 
Gold Coast, cocoa exports, 135 
Government expenditures 
North America, 24-25 
private enterprise economies, 21-22 
selected Latin American countries, 73 
under-developed countries, 60 
western Europe, 24, 30 
see also under specific countries 
Grains 
Argentine government price supports 
for, 73 
in eastern European trade, 151 


Grains (continued) 


imports, by primary producing coun- 


tries, 140; by western Europe, 121 
production, in centrally planned econo- 
mies, 49; Canada, 27; India, 69, 70; 
plans in USSR, 56; primary produc- 
ing countries, 132 
Greece, liberalization of import controls, 
129, 130 
Gross national product, see National prod- 
uct, gross 
H 


Handicrafts : 
production plans in mainland China, 56 
trade, centrally planned economies, 52 
Heavy industries 
co-ordination of production among east- 
ern European countries, 151 
emphasis resumed, in USSR, 55 
expansion in mainland China, 46, 47 
investment in centrally planned econo- 
mies, 46, 51n; shift of, from heavy 
industries to consumer goods indus- 
tries, 48 
Hong Kong 
exports to mainland China, 131, 150 
imports, decline in, 139 
Hungary 
agricultural production, 49 
co-ordination of production with other 
eastern European countries, 151 
employment, 
foreign trade, 150 
handicrafts sales, 52 
industrial production, 54 
investment, 51 
national income, 50 
prices, 52, 53 
productivity, 49 
sale of USSR shares in joint companies, 
152 
shift from heavy industry to consumer 
goods industries, consequences of, 48 
USSR, trade with, 151 
wages, 53, 54 
I 


Import restrictions 

Australia, 42, 137 

dollar supply problems, 11-12, 116 

economic equilibrium and, 9 

industrialized countries, 7, 8 

Japan, 45 

liberalization of, from dollar area, 93, 

120, 122-23, 125, 129-30 

primary producing countries, 94, 140 

to protect balance of payments, 128 

under-developed countries, 5, 6, 62 

see also under specific countries 
Imports 

dollar shortage and, 11-12 

duties, 3, 5 

eastern. European countries, 147 

expansion of, 11, 91 

influence on domestic prices, 35 

primary producing countries, 95, 138-42 

private enterprise economies, 22 

rise in several western European coun- 

tries, 126 

under-developed countries, 5, 60, 65 

during US recessions, 114-15, 116 
Income, national 

ere planned economies, 47-48, 50- 

1 


concept of, in centrally planned econo- 
mies, 46n 

government appropriations from, in US, 
26 


increase of consumption share in east- 
ern Europe, 51 


Income, national ( continued ) ead 
in relation to national output, in private 


enterprise economies, 39 


Income, personal 
centrally planned economies, 4, 46, 53-54 


private enterprise economies, 30 
taxation in relation to, 38 
under-developed countries, 5, 60 
western Europe, 30 


Income tax 


reduction in US, 26-27 
western Europe, 39 


India 


agricultural production, 69 
balance of trade, 70 

cereal production, 132 
consumption, 70 
economic changes, 69-70 
employment, 69-70 

exports, 97, 132, 134 
five-year plan, 69 
government expenditures, 70 
imports, 133-34, 139, 140 
industrial production, 69 
investment, 70 

national product, 69, 70 

tea exports, 134 

trade agreement with USSR, 148 


Indochina, US payments to France for ex- 


penditures in, 109 


Indonesia 


capital goods imports, 142 

consumption fluctuations, 65 

economic changes, 63 

exports, 132, 136 

gold and foreign exchange reserves, 145, 


146 
imports, 131, 139, 141 
Netherlands credit to, 145 
prices, 66 


Industrial fibres, price rises, 64 
Industrial production 


changes, in centrally planned economies, 
47-48 


co-ordination, among eastern European 
countries, 151 

OEEC countries, 94 

private enterprise economies, 23 

during recessions in US, 119 

selected Latin American countries, 76 

trends influencing new materials de- 
mands, 93-94 

under-developed countries, 16 

western Europe, 33-35 

see also under specific countries 


Industrialization 


copay planned economies, 46, 47-48, 


Chile, 80 
China, mainland, 56, 57 
under-developed countries, 6, 14-15 


Industrialized countries, 7-8 


balance of payments, 7 

exports, quantum and unit values, 94, 96 

grants of technical and economic aid to 
under-developed countries, 15-16 

protectionist policies, 7-8 

rise in world trade, 91, 93 

terms of trade, 96 

trade restrictions, 5-7, 8 


Industry 


balanced growth within one country 
versus balanced international growth, 
15-16 

disparity between changes in productiv- 
ity and money incomes in centrally 
planned economies, 52 

national defence, importance for, 7 


a 


Index 


protectionist policies, in industrialized 
countries, 7-8; in under-developed 
countries, 5-6 
trade restrictions to protect from foreign 
competition, 4-5 
Inflation 
Chile, 78-88, 139 
economic imbalances and, 9 
factors determining, 79n 
under-developed countries, 5, 66 
see also under specific countries 
Interest rate, raising of, 127-28 
International Bank for Reconstruction and 
Development 
flotations by, 111, 116 
international economic co-operation, 10 
loans, 13 
payments of subscriptions to, 125 
repayment by Netherlands to, 111 
International Commodity Trade, Perma- 
nent Advisory Commission on, 3 
International Monetary Fund 
dollar receipts, 111 
international economic co-operation, 10 
payments of subscriptions to, 125 
repurchases of currencies, 111, 118 
trade and exchange rules, 13 
International Sugar Agreement, 134 
International trade and payments 
bilateral and multilateral equilibrium, 9 
- commodity composition, shift of, 96-101 
controls, on payments, 6, 7, 10, 14-15 
eastern Europe and mainland China, 
147- 
economic imbalance, 8-15 
government restrictions on payments, 
reasons for, 4 
international economic equilibrium, 8-9 
primary producing countries, 131-46 
regionalization of trade, 105 
rise in volume of, 92-95 
terms of trade, relative stability, 95-96 
trends towards economic equilibrium, 10 
US, western Europe, Japan, 108-19 
see also Balance of trade; Terms of 
trade; Trade restrictions 
International Trade Organization, 3 
International Wheat Agreement, 132 
Inventories 
accumulation, rate in private enterprise 
economies, 21-22 
changes in US recessions, 112 
of export goods in selected Latin Ameri- 
can countries, 72 
North America, 25 
under-developed countries, 60, 65 
western Europe, 32-33 
see also under specific countries 
Investment 
centrally planned economies, 47-48, 50- 
51; allocation changes, 46; priorities, 
55 
fixed capital, in primary producing coun- 
tries, 94; private enterprise economies, 
22, 32; restriction of, 128 
selected Latin American countries, 72, 


74 
under-developed countries, 60-61, 65 
western Europe, 30 
see also Foreign investment; Inven- 
tories; and under specific countries 
Investment goods, see Capital goods 
Tran 
credits to, 145 
petroleum exports, 137 
Iraq, petroleum production, exports, 137 
Tron ore 
Swedish exports of, 150 
USSR exports of, 151 


Tron and steel products, imports of, 142 
Israel, imports of industrial machinery, 142 
Italy, 41 


agricultural production, 34, 124 
balance of trade, 123 

consumer prices and unit costs, 38 
consumption, 41 

employment and unemployment, 35 
exports, 33, 41 

government expenditures, 41 
imports, 10, 33, 41, 147 

industrial production, 33, 124 
investment, 41 

national product, 32, 41 

terms of trade, 41 

US military expenditures, 124 
wage rates, 37, 41 

wheat output, 132 


J 


Japan, 44-45 


agriculture, 44, 45 

balance of payments, 44, 45, 123, 126, 
127-28 

balance of trade, 45 ; 

China mainland, trade with, 150 

competition by, in world markets, 13 

consumption, 45 

cotton exports and imports, 97, 111 . 

ee to primary producing countries, 


deflation, 45n 

employment, 45 

exports, 13, 97, 126, 141, 150; unit 
values, 95 

gold and foreign exchange reserves, 128 

government expenditures, 45 

grain production, 132 

imports, 13, 126, 132, 133; relaxation otf 
restrictions, 128 

industrial production, 44, 45 

inventories, 45 

investment, 45 

national product, 45 

rice, demand and imports, 131, 133 

US military expenditures in, 13, 126 


Jute 


exports, 94, 131, 136 
prices, 97 
production, 70, 136 


kK 


Kuwait, petroleum production, exports, 137 


L 


Latin America 


balance of payments, 112, 142-43 

balance of trade, 102 

capital flow to UK, 144 

capital goods, imports of, 142 

chemicals, imports of, 141 

economic developments, 78; in selected 
countries, 71-77 

exports, rise, 131; decline of, to US, 109, 
137; earnings, 132 

gold and foreign exchange reserves, 117, 
145-46 

imports, increases, 95, 131; from OEEC 
countries, 94; quantum, 139; restric- 
tions, 116 

petroleum exports, decline, 137 : 

raw materials slump, effect of in pri- 
mary producing countries, 60 

terms of trade, 96, 103 

textile imports, 140 

US, investment in, 143 

US, trade with, 102, 109, 134 

vehicle imports, 141 

see also under specific countries 


Industry (continued) ‘Lead, trade in, 137 


Light industries, centrally planned econo- 
mies, 46, 51 
Livestock 
centrally planned economies, 49 
output plans in USSR, 56 
products in east-west trade, 149 
ans 
by Export-Import Bank and by Interna- 
tional Bank for Reconstruction and 
Development, 13 
internal, in USSR, 55 
Luxembourg 
balance of payments, 123, 125 
gold and dollar reserves, 123 
liberalization of imports from dollar 
area, 120, 125, 129, 130 
Luxury consumer goods, imports in under- 
developed countries, 6 


M 
Machinery 
east German exports, 151 
uae in, 98, 142; eastern Europe, 149, 


US exports, 109 
USSR exports, 151 
Mainland China, see China mainland 
Maize 
eastern Europe, production, 49 
USSR output plans, 56 
Malaya 
consumption fluctuations, 65 
economic changes, 63 
money trade balances, 65n 
rubber exports, 136 
Manpower, shift from agriculture to urban 
employment, 48, 79-80 
Manufactured goods 
composition of trade, changes in, 98 
expansion of production in centrally 
planned economies, 46 
imports, US, 108, 114; western Europe, 
126 
Marshall plan, 10, 11 
Meat 
Argentina, production and exports, 75, 
134 


international trade in, 134 
Metals and metal industries 
eastern European countries, imports by, 


expansion of metallurgical industries in 
centrally planned economies, 

international trade, 98, 137 

market situation, 97 

non-ferrous, rise in exports, 131; USSR 
imports, 149 

precious, USSR sales of, 150 

prices, 137 

production, 65 

stockpiling by US, 97 

western European imports, 126 

Mexico 

agricultural production, 75 

balance of trade, 74 

consumption, 73, 75 

economic changes, 71-77 

exports, 71, 74 

gold reserves and foreign exchange as- 
sets, 145, 146 

industrial production, 76 

inventories, 73 

investment, 74 

national product, 74, 75 

peso, devaluation of, 77, 139; exchange 
rate adjustments, 91 

prices, 76, 77 

shortages of foodstuffs, 73 


Mexico (continued) 


terms of trade, 72, 74 
wages, 77, 78 


Middle East 


balance of payments, 142 

petroleum, exports, 132, 137; US invest- 
ment in industry, 143 

Military expenditures 

Canada, 27 

eastern European countries, 51 

private enterprise economies, 22 

US, 25, 108, 109; in France, 125; in 
Japan, 13, 45; in Italy, 125 

USSR, 51, 55 


New Zealand (continued) 


national product, 43 
prices, 44 
terms of trade, 42, 43 
wages, 44 

wool trade, 42 


Nigeria, cocoa exports, 135 
North America, 24-29 


consumption trends, 25 
employment, 23 

government expenditures, 24 
inventories, 22. 

national product, 23, 24 
prices, 23 ’ 


Pakistan (continued ) 
domestic pee ene 65n 
economic developments, 6 ‘ q 
exports, 94, 131; to mainland China, 150 
imports, 139, 140, 141, 142 
inventories, 657 
investment, 657 ; 
prices, 66 
terms of trade, 64 
trade restrictions, 10 
UK loan to, 144 
wheat production, 132 

Peasants’ income, centrally planned econo- —__ 

mies, 52, 54 
Permanent Advisory Commission on Inter- — - 


Yugoslavia, 58 
Minerals 
quantum and unit value of exports, 96 
see also under specific commodities 
Mining 
Chile, 79 
output in Latin America, 76 
Monopolies, Yugoslavia, 59 
Motor vehicles 
imports, Denmark and Sweden, 126 
US exports, 109 
Multilateral trade and payments system 
economic imbalances resulting from 
breakdown of, 9, 10 
freer trade and problems of, 15 
regionalization of trade and, 105 
settlements in dollars, shifts in, 111 
work towards re-establishment of, 16 


N 


National defence 
export restrictions for, 8 
protection of industries vital for, 7 
National product, gross 
centrally planned economies, 52 
changes in principal components, se- 
lected Latin American countries, 71-75 
consumption in relation to, 38, 52 
North America, 24 
private enterprise economies, 21, 22-23 
western Europe, 29-31 
see also under specific countries 
Netherlands, 41 
balance of payments, 125 
consumption, 32, 41 
credit to Indonesia, 145 
exports, 33, 41, 147; incentives to pro- 
mote, 125 
government expenditures, 41 
imports, 41, 147; liberalization of, from 
dollar areas, 120, 130 
industrial production, 32, 33 
International Bank for Reconstruction 
and Development, repayment to, 111 
inventories, 33, 41 
investment, 33, 41 
national product, 40, 41 
productivity, 41 
taxation, 41 
transit trade, 125 
wage rates, 37, 41 
Netherlands Antilles, petroleum exports, 


137 
New Zealand, 42-44 
agricultural production, 43 
balance of payments, 42, 43, 142 
consumption, 43 
credit controls, 11 
employment and unemployment, 44 
exports, 43, 44 
government expenditures, 43 
imports, 43, 44; restrictions, 42, 139; 
textiles, 141 
industrial production, 43, 44 
inflation, 42 
inventories, 43 


wage rates, 23 
western Europe, balance of payments 
with, 120 

see also Canada; United States 
Northern Rhodesia, copper exports, 137 
Norway, 40 

balance of payments, measures to pro- 

tect, 128 

balance of trade, 123, 126 

consumption, 40 

discount rate rise, 11 

employment, 40 

exports, 33, 40, 126-27 

government expenditures, 40 

imports, 40, 126 

industrial production, 33 

inventories, 33, 

investment, 40 

national product, 32, 39 

residential building, 32 

terms of trade, 40 

wage rates, 37, 40 


O 


OEEC, see Organisation for European 
Economic Co-operation 
Offshore procurement programme, 109 
Organisation for European Economic Co- 
operation (OEEC) 
balance of trade of member countries, 
102, 105 
commercial policy, 3 
dependencies of member countries, im- 
ports of, 139 
tye by member countries, 94, 95, 96, 


gold and dollar holdings, 103-105 

imports by member countries, 94 

member countries, list, 92n 

regionalization of trade, 94, 105 

terms of trade, 96 
Organization of American States (OAS), 3 
Organization of Trade Co-operation, 4 
Oversea sterling area 

balance of payments, 142 

balance of trade, 103 

dollar balances, 112 

dollar transfers to UK from, 111 

exports 131, 132 

gold and foreign exchange reserves, 145 

imports, 95, 121, 138 

OEEC countries and UK exports to, 94 

regionalization of trade, 105 

sterling balances, 145 

terms of trade, 96 

UK capital flow to, 144 

US exports to, 109 

see also Sterling area 


1% 
Pakistan 
balance of payments, 142 
capital goods imports, 142 


cotton and jute production and exports, 
136, 150 


national Commodity Trade, 3 


Peru 


balance of payments, 142-43 

capital goods imports, 142 

economic changes, 63. 

gold reserves and foreign exchange as- 
sets, 145 

imports, 65n, 139, 142 

mining production, 65n 

money trade balances, 652 

prices, 66 

terms of trade, 64 


Petroleum and petroleum industry 


alteration of pattern of trade, 14 

demand, 137 

exports, 131, 137; from eastern Euro- 
pean countries, 150; from Latin 
America, 132 

prices, 67, 96, 137 

production of crude, 137 

US investments abroad, 143 


Philippines 


economic changes, 67 

exports, 67, 132; copra, 137; sugar, 134 
foreign exchange reserves, 146 

imports, 67, 139 

investment, 67 

prices, 67 

terms of trade, 67 


Planned economies, 46-59 


agricultural production, 49-50 

co-ordination of production among coun- 
tries, 54-55, 151 

demand-supply position, 51-54 

employment, 

income, 53-54 

industrial production, 47-48 

industrialization, 54 

investment, 50-51 

national income, 50-51; concept of, 47n 

policy changes, 54-57 

prices, 52, 53 

productivity, 48-49 

shift from producer to consumer goods 
production, 47-48, 49, 54-55 

trade, regional and world, 14, 147-52 

wages, 53-54 

see also China mainland; Europe, east- 
ern; Union of Soviet Socialist Re- 
publics 


Poland 


agriculture, 49, 54 

black market in foodstuffs, 53 
coal and coke exports, 149-50 
foreign trade, 150 

heavy industry, emphasis on, 48 
industrial production, 47, 54 
investment, 51 

national income, 50 

prices, 52 

USSR, trade with, 151 
wages, 54 


Population, movement from agriculture to 


urban employment, 79-80 


mae ly ~~ lm 


Power 
expansion of production in centrally 
_ Planned economies, 54 

_ imports of equipment by primary pro- 

_ducing countries, 142 


E Precious metals, USSR sales of, 150 


Prices ; 
centrally planned economies, 46, 52, 53 
export prices, decline in, 92-93, 95, 96 
primary products, 96, 97, 131 
raw materials, fluctuations in, 62, 135- 

_ 37; slump in, and repercussions, 60- 
61, 63, 67, 71n 

retail, in private enterprise economies, 23 

selected Latin American countries, 76-78 

under-developed countries, 66, 77 

during US recessions, 114-15 

western Europe, 35-37 

see also under specific commodities and 
specific countries 

* Primary producing countries, 131-46 

balance of payments, 142-46 

balance of trade, 91, 105, 131-42 

capital equipment, imports of, 148-49 

capital flow to, 143-45 

eastern Europe, trade with, 148 

exports, 93-94, 96, 131-37 

gold and foreign exchange reserves, 94, 
105, 121, 145-46 

imports, 94, 95, 121, 138-42 

supply-demand, raw materials, 93-94 

terms of trade, 22, 142 

--Primary products 

export composition, primary producing 
countries, 132-37 

fluctuations in demand; 9 

import composition, eastern European 
countries, 149 


Profits (continued) 

rise of margins in western Europe, 36 
terms of trade, impact on, 39 
Protectionist policies 

industrialized countries, 7-8 
under-developed countries, 5, 6 
unemployment in relation to, 8 


R 


Rationing and derationing 


centrally planned economies, 46 
China, 46, 53 

eastern Germany, 53 

Romania, 53 


Raw materials 


comparative stability of markets, 96 

demand, fluctuations in, 71, 93-94 

ee European countries, imports of, 

economic changes in countries produc- 
ing, 62-70 

expansion in output, centrally planned 
economies, 54 

exports, 96, 131, 135-37 

prices, fluctuations, 22, 62, 63, 135-37; 
slump and consequences of, 60-61, 63, 
67, 71n 

processing of, under-developed coun- 
tries, 14 

selected Latin American countries, 71 

trade among eastern European countries 
and mainland China, 151 

under-developed countries, 60-61 

US imports, 114 


Rayon, trade in, 141 
Reclamation works 


China, 57 


eastern European countries, 54 


prices, 96, 97, 131 
shifting commodity composition of trade, 
96-99 


Regional consultations on trade, 3 
Rhodesia, Northern, copper exports, 137 
Rice 


trade agreements between eastern Euro- 
pean countries and under-developed 
countries, 148-49 
see also Raw materials; and under spe- 
cific commodities 
Private enterprise economies, 21-45 
Australia and New Zealand, 42-44 
balance of trade, 22 
consumption, 22 
government expenditures, 21, 22 
inventories, 21-22 
Japan, 44-45 
national product, 21, 22 
North America, economic changes, 24-29 
productivity, 23 
rearmament programme, 22, 23 
western Europe, 29-42 
Private trade, centrally planned econo- 
mies, 52 
Producer goods, see Capital goods 
Production 
co-ordination, among eastern European 
countries, 54-55, 151 
local, to offset decline in imports in 
under-developed countries, 65n 
selected Latin American countries, 75-76 
US. Ti2eti4, 115 
world, expansion in, 91, 114, 115 
see also Industrial production; and un- 
der specific commodities and countries 
Productivity 
centrally planned economies, 48-49 
private enterprise economies, 23 
under-developed countries, 6 
wage rates in relation to, 39 
see also under specific countries 
Profits : 
export industries, declines in under- 
developed countries, 60, 65 


demand, 62, 68-69 
production and exports, 75, 97, 133-34 
surpluses, 92 


Romania 


agricultural production, 49 

foreign trade, 150 

indusirial production, 47 

investment, 5ln 

national income, 50 

prices, 52, 53 

production of producer and consumer 
goods, 48 

rationing, 53 

sale to, of Soviet shares in joint com- 
panies, 152 

USSR, trade with, 151 

wages, 53, 54 


Rubber 


China mainland, agreements with Cey- 
lon, 136, 150; USSR, 149 

in east-west trade, 149 

prices, 97, 136 

production and exports, 65, 97, 136 


Ss 


Saudi Arabia, petroleum production and 


exports, 137 


Self-sufficiency 


incentives for under-developed countries 
to achieve, 6 

possible attainment by industrial coun- 
tries, 4 


Shipping services 


earnings by western Europe, 121 


US, 116 


Shortages 


centrally planned economies, 53 
foodstuffs, 73, 97 


Shortages (continued) 
raw materials and industrial supplies, 
Brazil, 73 
Singapore, exports, 131 
Six-year plan, USSR, 55-56 
South Africa, Union of, see Union of 
South Africa 
South America 
imports from western Europe, 121 
US exports to, 109 
see also Latin America; and under 
specific countries 
Spain 
grain imports, 140 
trade restrictions, 10 
Special United Nations Fund for Economic 
Development, 13 
State enterprises 
centrally planned economies, wage funds 
spending, 52 
China mainland, 57 
Steel mill products, US imports of, 114 
Sterling area 
balance of payments, 105, 117, 118 
exports to US during recessions, 117, 118 
gold and dollar reserves, increase, 117- 
119, 145 
import restrictions, relaxation, 10, 116 
repercussions of US recessions, 117, 119 
trade balances, 102 
US balance of goods and services with, 
112, 117, 118 
wool exports, 136 
see also Oversea sterling area 
Strategic materials, stockpiling in US, 97, 
109, 114, 117, 136 
Sugar 
exports of, 94, 131, 134 
prices, 67, 97, 134 
production, 97, 134; in China mainland, 
49; in Cuba, 74, 75; in eastern Eu- 
rope, 49; in India, 70 
supply-demand situation, 134 
surpluses, 92 
Sweden 
balance of payments, 126, 127, 128 
consumer prices and unit costs, 38 
consumption, 40 
exports, 33, 40, 126-27, 132 
gold and dollar reserves, 127 
government expenditures, 40 
imports, 33, 40, 126; coal from Poland, 
149-50; of dollar goods, 10 
industrial production, 33 
inventories, 33, 40 
investment, 40 
national product, 32, 40 
taxation, 40 
terms of trade, 40, 126 
trade liberalization, 40 
wage rates, 37, 40 
Switzerland 
balance of payments, 125 
China mainland, exports to, 150 
import policy, 125, 129 
Synthetic materials 
development of, influencing trade pat- 
terns, 10, 14-15, 16 
trade in synthetic fibres, 141 


T 


Taiwan, see China: Taiwan 
Tariffs 
effects of imposition of, in industrialized 
countries, 7 
protective, in under-developed countries, 


5; 
reduction by US, to help equilibrium, 12 
unemployment in relation to, 7-8 


Taxation Turkey (continued) Union of Soviet Socialist Republics 


nsumption, effect on, in private enter- foreign trade, 126 (continued) 
Bae aronanites 22, 39 =< gold and dollar reserves, 123 rubber imports, ae 
corporate profit taxes, US, 26-27 grain supply difficulties, 126 sales of gold hy te - eee 
income tax, US, 26-27; western Europe, trade restrictions, 11 c six-year plan o. lopment, 55- 
39 | wheat production and exports, 132, 133 fay re 54 a $e 
wool imports, 
senate 128 Boe ee U United Kingdom, 40-41 


Ukraine, agricultural production, 49 balance with European Payments Union, 


also under specific countries 
Gant - Under-developed countries, 5-7, 60-88 123 


Tea, exports and prices, 134 


Technical assistance 
by eastern European countries to under- 
developed countries, 148 
by industrialized to under-developed 
countries, 15 
Technological development 
as factor in international economic equi- 
librium, 13-14 
influences on trade patterns, 14-15 
Terms of trade, 95-96 
primary producing countries, 131, 138 
private enterprise economies, 22, 30 
under-developed countries, 60, 64 
western Europe, 30 
see also under specific countries 
Textile fibres 
eastern European countries, imports, 149 
export receipts from, 96 
production, 65 
Textiles 
cotton, 97; primary producing countries, 
140-41; China mainland, rationing, 
53; stocks, accumulation, India, 70 
exports, 99 
imports, 140-41 
investments, China, 56 
output, Pakistan, 657; UK, 128 
Thailand 
balance of payments, 68 


balance of payments, 5, 60 

capital flow to, 13 

Chile, inflation, 78-88 

consumption, 60, 65 

cost of living, 66 

deflation, 61, 62, 65 

development of export industries versus 
import-replacing industries, 5, 10, 60 

economic development, problems in- 
volved, 5-6 

engineering products, imports from 
eastern European countries, 150 

expanding economy and balanced 
growth, 15 

exports, 5, 10, 60, 64-65 

government expenditures, 60 

imports, 5, 60, 65 

income, personal, 5, 60 

industrialization, 6, 14-15 

inflation, 5, 66 

international loans to, 13 

inventories, 60, 65 

investment, 60-61, 65 

Latin American countries, economic 
changes in selected, 71-78 

selected countries producing raw mate- 
rials and food, 62-70 

trade agreements with eastern European 
countries, 148-49 


balance of payments, 128 

balance of trade, 94, 102, 105, 123, 126 

banking claims against, 111 ; 

capital, outflow, 122, 144; inflow, 112, 
116 

capital transfers, 127 

consumption, 32, 40, 41 

derationing, 134. 

discount rate rise, 11 

dollar transfers to, 111 

exports, 33, 95, 121, 126, 128-29, 141, 147 

gold and dollar holdings, increase in, 
105 

imports, 33, 40, 126, 128-29, 134, 147; 
liberalization of, from dollar areas, 91, 
120, 129, 130 

industrial production, 33, 94, 128 

inventories, 40 

investment, 40, 105 

national product, 32, 40, 41, 128 

regionalization of trade, 105 

repurchase of currency from Interna- 
tional Monetary Fund, 111 

taxation, 41 

terms of trade, 96, 103, 126 

trade and payments situation, measures 
to improve, 10 

wage rates, 37, 40, 41 

wheat production, 132 


changes in economic conditions, 68 
deflationary tendencies, 68 
exports, 62, 94, 132; of rice, 68, 69, 134 
prices, 69 

Timber, exports from eastern European 


trade and payments controls, 5, 6-7 
see also Primary producing countries 
Unemployment, see Employment and un- 
employment 
Union of South Africa 


United Kingdom dependencies, sterling as- 
sets, 145 

United Nations Fund for Economic Devel- 
opment, Special, 13 

United States, 25-28 


countries, 150 
Tin, prices and exports, 137 
Tobacco 
China mainland, production, 49 
eastern European countries, imports of, 
149 
Turkey, exports, 126 
Tourism 
earnings of western Europe, 121 
US expenditures, 116 
Trade, see International trade and pay- 
ments 
Trade agreements, 132, 148-49 
Trade restrictions 
in east-west trade, 92 
as factor of international economic im- 
balance, 8-9 
free versus restricted trade, 4 
by governments, 4-5, 7 
industrialized countries, 7-8 
patterns of pre-war versus post-war, 14- 
15 
relaxation of, 10-11; on imports from 
dollar area, 93, 94, 120, 122-23, 125, 
129-30 
under-developed countries, 5, 6-7 
unemployment in relation to, 8 
see also Import restrictions 
Transport 
equipment, east European trade, 151; 
east-west trade, 149; imports by pri- 
mary producing countries, 142 
services, payments for, 116 
Turkey 
balance of payments, 123, 126, 128 
exports to eastern Europe, 147 


gold production, 145 
imports, 139 

inflow of UK capital, 144 
trade liberalization, 10 


Union of Soviet Socialist Republics 


agriculture, emphasis on, 46; investment 
in, 59; production, 49 

Argentina, trade with, 134, 148 

cancellation of eastern German repara- 
tions payments, 151 

consumer goods, 48; allocations and in- 
vestments, 56; emphasis on produc- 
tion of, 147 

economic policy changes, 46, 55-56, 147 

employment, 48, 54 

exports, 147, 151 

Finland, trade with, 147 

food-processing industries, 46 

foreign trade, 150-51 

grain exports, 151 

heavy industry, emphasis on, 46, 55, 56 

imports, expansion, 131, 147, 149 

income, total, of population, 54 

industrial production, 47, 54 

investment, 50, 51; priorities, 55; na- 
tional income, relation to, 51 

light industry, 46 

loan subscriptions, 55 

meat agreements with Argentina and 
Uruguay, 134 

metal imports, 149 

military expenditures, 51, 55 

national income, 50 

prices, 52, 53, 54 

productivity, 48 

reclamation works, 54 


agricultural surplus export programme, 
109, 130 

ae of payments, 108, 114-16, 117, 

balance of trade, 26, 27, 102, 105, 108-19 

Brazil, claims against, 103, 109, 112 

capital outflow, 92, 109, 112, 143-45; to 
help world equilibrium, 12, 13 

coffee and cocoa imports, 93, 134 

Colombia, claims against, 111 

consumption, 25, 112-13, 114 

copper imports, 137 

cotton exports and stocks, 97, 136 

dollar shortage, government grants to 
obviate, 11 

eastern Europe, imports from, 148 

Bee Se aa and unemployment, 11, 27- 

exports, 27, 94, 97, 109, 136; restrictions 
for national defence, 8; stability of 
unit values, 95 

financial role of, 15 

ee cing drs and imports, 108, 114, 

oO 

foreign aid programmes, 12, 13, 93, 103, 
109, 111; China: Taiwan, 68; food 
oe to Bolivia, 66n; western Europe, 

foreign currencies, holdings, 111 

foreign investments, 12, 45 

government expenditures, 12, 25-26, 114 

grain agreement with Turkey, 126 

imports, 12; decrease in, 11, 27, 91, 93- 
94, 108-109; during recessions, 114. 
15; rise in unit values, 96; from sterl- 
ing area, 117, 118 


eastern 

private enterprise economies, 23,3 

selected Latin American countries, 7 18 com 
western Europe, 30, 35-37 wages, 46, 58 

see also under specific countries wheat production, 132 
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